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DEPARTMENTS OF LABOR, HEALTH AND
HUMAN SERVICES, AND EDUCATION, AND
RELATED AGENCIES APPROPRIATIONS FOR
FISCAL YEAR 1998

TUESDAY, MARCH 4, 1997

U.S. SENATE,
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS,
Washington, DC.
The subcommittee met at 10:01 a.m., in room SD-192, Dirksen
Senate Office Building, Hon. Arlen Specter (chairman) presiding.
Present: Senators Specter, Gregg, Faircloth, Hutchison, Stevens,
Harkin, Bumpers, Kohl, and Murray.

DEPARTMENT OF HEALTH AND HUMAN SERVICES
OFFICE OF THE SECRETARY
STATEMENT OF HON. DONNA E. SHALALA, SECRETARY

OPENING REMARKS OF SENATOR ARLEN SPECTER

Senator SPECTER. Ladies and gentlemen, the hour of 10 a.m.,
having arrived, we will begin the hearing of the Appropriations
Subcommittee on Labor, Health and Human Services, and Edu-
cation. This morning, we greet the distinguished Secretary of
Health and Human Services, Hon. Donna Shalala.

Welcome, Madam Secretary.

The budget for the Department of Health and Human Services
is an enormous one, amounting to some $200 billion in entitle-
ments and discretionary programs, and included in that is a discre-
tionary budget request of $31.7 billion, which is a virtual freeze on
the funds from last year.

The Department has an enormous number of vital programs in
the health field, an evolving field with enormous changes, even be-
fore the introduction of the President’s health care program in
1993. The health care field was seeing enormous changes with the
President’s program having been introduced and the analysis of
that program, which ultimately did not result in legislation but has
had profound changes, with the private sector responding in a vari-
ety of ways. With managed care programs and other efforts to try
to contain costs we have seen tremendous changes in this field.

The advent of managed care has brought a new array of con-
cerns: the so-called gag rule, the so-called capitation response by
Congress with legislation on drive-by deliveries, requiring that
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women stay at least 48 hours in the hospital, and now legislation
to determine hospitalization coverage for mastectomies. There is a
real area of concern that there may be micromanagement by the
Congress.

This subcommittee and others in the Congress are searching for
ways to have a generalized approach to these issues so that the de-
cisions will be made by doctors, as opposed to insurance companies,
and certainly not by Congress.

PREPARED STATEMENT

There is quite a long list of very important items to be covered
in our hearings. So I will put my formal statement in the record,
without objection, and we will turn at this time to our distin-
guished witness, the Secretary of Health and Human Services.

[The statement follows:]

PREPARED STATEMENT OF SENATOR SPECTER

This morning the Subcommittee on Labor, Health and Human Services and Edu-
cation convenes the first of several hearings on the fiscal year 1998 appropriations
requests. I want to once again welcome Secretary Shalala to the subcommittee.

Madam Secretary, your Department is charged with a formidable task: overseeing
over $200 billion in entitlement and discretionary programs that Congress appro-
priates to your Department for meeting the Health and Human Service needs of our
Nation’s citizenry.

No other Federal Department has more at stake in the balanced budget negotia-
tions than yours. If the Congress and the President fail to reach agreement on enti-
tlement reforms that stem the growth in spending for Medicaid and Medicare, these
programs will soon consume virtually the entire Federal budget, leaving no room
for funding medical research, preventive and primary health services and Head
Start.

This committee will be taking a careful look at your recommendations for fiscal
year 1998. Your Department’s budget request for discretionary spending for this
coming fiscal year totals $31.7 billion, virtually a freeze in spending. I am sure you
agree that something as critical as the health of our citizens deserves no less than
the most reasoned review. In the year ahead, this Congress is expected to take ac-
tion to assure:

Medicare is financially sound;

Poor children have health coverage;

Health maintenance organizations provide quality care to beneficiaries;

Women have access to regular mammography screening;

Continued progress in fighting disease through prevention and medical research;
and

A comprehensive review of the implications of genetic research.

We have an extremely tough job ahead of us, Madam Secretary. I look forward
to working with you in the coming months to craft an appropriations bill that main-
tains the commitment to balancing the budget while preserving funding for high pri-
ority health and human service programs. This will necessitate each Federal agency
within this subcommittee’s jurisdiction sharing in spending reductions through iden-
tifying further efficiencies and savings.

SUMMARY STATEMENT OF SECRETARY DONNA SHALALA

Secretary SHALALA. Thank you very much, Mr. Chairman. I
apologize for changing the time of the hearing.

I am pleased to appear before you today to discuss the Presi-
dent’s 1998 budget for the Department of Health and Human Serv-
ices.

Theodore Roosevelt once said nine-tenths of wisdom consists of
being wise on time. This country remains the oldest and the finest
democracy, not because we always agree but because we know
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when it is time to agree. These are the moments that have always
defined generations.

Mr. Chairman, we have reached one of those moments. Leaders
on both sides of the aisle agree that we must balance the budget.
The question is how.

At a time when our population is rapidly aging and our health
delivery system is rapidly changing, a time when advances in tech-
nology and medical research offer new hope and new ethical dilem-
mas, how can we put our budget in the black and meet our health
care challenges for the 21st century?

The President’s plan will allow us to do just that. It puts us on
a straight path to balance the budget by the year 2002, and our
Department is playing a leading role in that effort.

Overall, the President’s 1998 budget for the Department totals
$376 billion in outlays, of which $34.7 billion is discretionary. Make
no mistake about it—we believe this is a smart budget for a new
century.

It acknowledges that we live in a time of scarce Federal re-
sources and that government cannot do it all. But it makes it clear
that when we target our resources responsibly and innovatively,
when we team up with our private and public partners, and when
we act as tough, savvy managers, the Federal Government can help
lead the way to create a stronger and a healthier Nation, a Nation
capable of meeting challenges both old and new.

MEDICARE AND MEDICAL CHANGES

Our first challenge is that we reserve our Medicare and Medicaid
lifelines by modernizing, reforming and strengthening them. The
President’s plan would reduce projected Medicare spending by a
net $100 billion over 5 years and guarantee the solvency of the part
A trust fund until the year 2007, a full 10 years.

The independent HCFA actuary has written a letter confirming
these numbers and I will submit it for the record.

[The information follows:]

MEMORANDUM

DEPARTMENT OF HEALTH AND HUMAN SERVICES,
HEALTH CARE FINANCING ADMINISTRATION,
Washington, DC, January 21, 1997.

To: Administrator, HCFA.

From: Chief Actuary, HCFA.

Subject: Estimated Year of Exhaustion for the HI Trust Fund under the Medicare
Legislative Proposals in the President’s 1998 Budget.

This memorandum responds to your request for the estimated year of exhaustion
for the Hospital Insurance trust fund under the Medicare legislative proposals de-
veloped for the President’ 1998 Budget. Based on the intermediate set of assump-
tions in the 1996 Trustees Report, we estimate that the assets of the HI trust fund
would be depleted early in calendar year 2007 under the Budget proposals.

In the absence of corrective legislation, trust fund depletion would occur early in
calendar year 2001 based on the intermediate assumptions. Thus, the Budget pro-
posals would postpone the year of exhaustion by about 6 years.

The financial operations of the HI trust fund will depend heavily on future eco-
nomic and demographic trends. For this reason, the estimated year of depletion
under the budget proposals is very sensitive to the underlying assumptions. In par-
ticular, under adverse conditions such as those assumed by the Trustees in their
“high cost” assumptions. Asset depletion could occur significantly earlier than the
intermediate estimate. Conversely, favorable trends would delay the year of exhaus-
tion. The intermediate assumptions represent a reasonable basis for planning.
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The estimated year of exhaustion is only one of a number of measures and tests
used to evaluate the financial status of the HI trust fund. If you would like addi-
tional information on the estimated impact of the Medicare proposals in the Presi-
dent’s 1998 Budget, we would be happy to provide it.

RICHARD S. FOSTER, F.S.A.

MODERNIZING MEDICARE

Secretary SHALALA. We are able to achieve these savings with
real reforms, not with gimmicks, and without imposing new finan-
cial burdens on older Americans and people with disabilities. How?
We do this by modernizing Medicare so that it fits the needs of
older and disabled Americans both today and tomorrow—which is
why we are expanding choices among private plans; which is why
we are making sure that government is a more prudent purchaser
of health care services; which is why we are tightening reimburse-
ment rules, moving toward a new payment system and investing
in prevention benefits like mammograms, vaccines, and colon
screening, benefits that we know prevent illness and save lives.

Medicaid, too, needs a new look, but not a new soul. We keep
Medicaid’s historic promise of health care for our most vulnerable
Americans. At the same time, the President’s budget includes net
Medicaid savings of $9 billion over 5 years. Overall, we are saving
$22 billion over 5 years.

We are able to propose less savings than last year in part be-
cause of the great progress we have already made in reducing the
Medicaid baseline, progress that could not have happened without
strong management, without new legislation, and without in-
creased flexibility, progress that must continue. This is why we are
giving the States even more flexibility with Medicaid.

We are throwing away mountains of redtape for them and regu-
lations by eliminating managed care waivers. We are also repealing
the Boren amendment so States have more freedom to set provider
payment rates, and we are dropping archaic payment rules. We are
also eliminating regulations that tie States’ hands on staffing and
other matters.

CHILDREN’S HEALTH CARE

Our second goal is to lift up the lives of our children, and here
the President’s plan makes a firm, passionate commitment by, first
and foremost, tackling one of this country’s most pressing health
care challenges, a challenge I know that members on both sides of
the aisle want to meet.

Today there are more than 10 million children, 1 in 7, without
health insurance. Most of these children are in families where par-
ents work hard and play by the rules. This must end.

Our administration proposal is designed to cut the number of un-
insured children by millions over the next 4 years. Let me outline
how we are going to do it. And, Mr. Chairman, I am well aware
that you have a significant recommendation in this area.

First, we will offer a hand-up to workers between jobs who need
health insurance for their families while they get back on their
feet. Our budget dedicates $1.7 billion this year to help these fami-
lies get up to 6 months of health care coverage. That will help to
insure 700,000 children.
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Second, we are proposing to spend $750 million a year for a new
partnership with the States so that we can insure children who fall
through the cracks because their families earn too much to be eligi-
ble for Medicaid but not enough to afford private insurance.

Third, we are taking important steps to expand Medicaid cov-
erage to reach more children through legislation the Congress has
already passed.

We allow States to provide 1 full year of continuous Medicaid
coverage for the 1.2 million children who qualify each year.

Mr. Chairman, this is an interesting proposal because what hap-
pens now is a child could be enrolled in Medicaid but one of their
parents gets a job and moves above the Medicaid line. They have
to be dropped by that HMO after the HMO has gone through the
process of enrolling them.

Our proposal keeps that child in the Medicaid program and in
that HMO for 1 full year. We will add 1 million adolescents to Med-
icaid by the year 2000. That is the regular legislation that has been
introduced.

Finally, working with States and with health care providers, we
put together an extraordinary public/private partnership to help
find the 3 million children who are eligible for Medicaid but are not
currently enrolled. We expect to enroll 1.6 million by the year 2000.

WELFARE REFORM

One of the President’s highest priorities this year will be to move
forward on the promise of welfare reform, changing our welfare re-
form program to a jobs program so that everyone who can work has
the opportunity to work. But real welfare reform does not mean
punishing people who cannot work. This is why our budget in-
cludes $5.2 billion to restore Medicaid benefits to disabled children
and to legal immigrants who are either children or disabled
adults—people who cannot be expected to work.

These are important steps, steps we can take together.

But this budget commitment to children and families does not
end there. If you look at the increase in our discretionary budget,
what you will see is an intense focus on our children, a focus on
the early foundations they need to get the right start in life and
the guidance they need, as adolescents, to make the right choice
with their lives.

HEAD START

You cannot live in Washington for more than a day without no-
ticing that people tend to disagree about everything. But people do
agree that the early years of a child’s life are critical to his or her
success in school and beyond, and to enrich those early years they
do agree that Head Start works. It is part of the solution.

Our goal is to expand Head Start to reach more of the children
who need it but do not get it now. To do this, we propose a $324
million increase in Head Start.

NEW ADOPTION INITIATIVES

Today we have almost 500,000 children in foster care and
100,000 of them have no chance of returning back home. That is
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100,000 children who want what every child deserves—a home, se-
curity, and love.

The President has issued our Nation a difficult but critical chal-
lenge. By the year 2002, we must double the number of children
in foster care who are adopted or permanently placed each year. To
reach this goal, the budget includes $21 million for a new adoption
initiative, to help States remove barriers that keep kids from find-
ing loving, permanent homes.

Too often in the past, policymakers grouped children of all ages
together. In this budget, we take a much more sophisticated ap-
proach by tackling the unique landmines that help keep many of
our adolescents from making smart choices with the only lives they
will ever have.

TEENAGE PREGNANCIES

After years of increases, there is some indication that teenage
birth rates are inching downward, but not nearly enough. Each
year, 200,000 teenagers, 17 and younger, have children. That hurts
these children, it hurts their parents, and it hurts our entire Na-
tion. That is why, as part of the new welfare law, we are imple-
menting a new $50 million initiative to send our children one clear
and consistent message, that they must abstain from sex.

TEENAGE DRUG USE

There is a lot of talk lately about rising drug use rates among
teens. But when you peel away the rhetoric and take a cold, hard
look at the hard facts, what you see is our teenage drug problem
in this country is, for the most part, a marijuana problem. The fact
is that we have too many parents who do not feel comfortable talk-
ing to their kids about marijuana and sending them clear no-use
messages.

We have a generation of children who are using marijuana ear-
lier and earlier and are more and more likely to be armed with the
dangerous misconception that it will do them no harm.

As part of the President’s overall drug strategy, our 1998 budget
makes a $98 million commitment to fighting these dangerous
trends—by countering pro-use messages, especially among 9- to 14-
year-olds; by leveraging State resources; by gathering State by
State data on substance abuse so that our country’s Governors will
know where they are succeeding and where they are not; and by
dedicating an additional $30 million to expanding research on drug
treatment and prevention.

TEENAGE TOBACCO USE

There are a lot of different perspectives on the drug issue and
certainly there are a lot of different perspectives on the issue of to-
bacco. But there is one thing we can agree on: children in this
country should never smoke.

Every year, tobacco related illnesses claim the lives of 400,000
Americans, the vast majority of whom began smoking while they
were teenagers, before their 18th birthday. That is why the Presi-
dent stood up to the special interests and proposed the boldest ini-
tiative ever to kick Joe Campbell and the Marlboro man out of our
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children’s lives. We made that promise to our children and to their
parents. In this budget we include $34 million to implement the
regulation and to make that promise a reality.

We are also requesting $36 million for CDC and $22 million for
NIH, to help States prevent cancer and encourage Americans, par-
‘}clicullaﬁ“ly kids, to put down their cigarettes and pick up their

ealth.

The fact is that, when we work to cut teen smoking by one-half
over 7 years, we are focusing on a huge public health challenge
that, if successful, could save thousands of lives and dollars.

PUBLIC HEALTH AGENDA

That is our approach in this budget as we move ahead to meet
our third challenge, to build a public health agenda for the 21st
century.

Parents should not have to worry that the food or juice that they
give their children will make them sick. They shouldn’t have to
worry that their families or communities will fall victim to deadly
outbreaks of infectious diseases. But today too many do.

The CDC estimates that there are as many as 33 million cases
of food-borne illnesses each year in this country and up to 9,000
deaths because of them. And emerging and reemerging infectious
diseases, like ebola, are increasingly crossing continents and oceans
to threaten all of us.

In both of these areas, we know that it pays to be smart on the
front end to find innovative ways to prevent these tragedies instead
of just responding to them after they have occurred. This is why
the President has proposed a very sophisticated $43 million early
warning system so that we can stop food-borne illnesses before they
stop us. This is why our budget increases funding by $15 million
to improve training and research and the ability of States to pre-
vent and respond to deadly outbreaks of infectious diseases.

MEDICAL RESEARCH

Another cornerstone of our public health agenda is and always
will be medical research. To make certain that the United States
remains preeminent in research our administration proposes $13.1
billion for the NIH as well as the second year of funding for NIH’s
new cutting edge clinical research center.

Because of the brilliant work that is being done at the National
Institutes of Health, we have not only made important scientific
breakthroughs, we have also learned that basic science can and
should inform the choices we make about disease prevention and
treatment. This lesson is important in the debate over mammog-
raphy screening for women from age 40 to 49.

Last week, on February 25, the outside experts who make up the
National Cancer Institute’s Advisory Board began a discussion of
the issues surrounding mammography screening. The advisory
board, recognizing the importance and complexity of the issues, de-
cided to form a working group to develop clear recommendations
for the National Cancer Institute, including the messages that NCI
should communicate to women in this age bracket about the bene-
fits of mammography.

That board will report to the Director of NCI within 2 months.
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Here, as in other areas, good science should prevail. Past NIH
scientific research has already led to remarkable breakthroughs in
the treatment and prevention of HIV AIDS. And now in this budg-
et, NIH proposes to invest $1.5 billion in additional research, in-
cluding a substantial increase in funding for AIDS vaccine re-
search, so we can use the light of science to finally reach the end
of this dark tunnel. But until we do, our first priority must be pre-
vention.

Our budget increases our prevention activities in the CDC by $20
million to help prevent HIV among drug users, one of the groups
at highest risk. And we continue our strong commitment to Ryan
White activities by proposing $1 billion, $40 million more than last
year, to empower those communities hardest hit to fight back.

TOUGH BUDGET

Preserving and modernizing Medicare and Medicaid, investing in
the lives of children and families, creating a strong public health
agenda for the 21st century, we have been able to make these com-
mitments, Mr. Chairman, because of the strong management we
have brought to the Department. We have reduced FTE’s by almost
7,600 since 1993. We have cut bureaucracy, we have consolidated
services, we have increased flexibility. That is what the American
people want and deserve.

PREPARED STATEMENT

Barbara Jordan once said: “What the people want is very simple.
They want an America that is as good as its promise.” An America
as good as its promise—that is the future we have tried to create
with this budget, a budget that makes tough choices, a budget that
shows tough management, a budget that cuts costs and invests in
lives, especially in the lives of children and adolescents. That is the
American future that all of us can create if we seize this great op-
portunity as we have done in the past and move forward together.

Once again, Mr. Chairman, I want to thank you for giving me
this opportunity to testify and I would be happy to answer any
questions you may have.

Senator SPECTER. Thank you very much, Madam Secretary.

[The statement follows:]

PREPARED STATEMENT OF HON. DONNA E. SHALALA

Mr. Chairman and Distinguished Members of the Subcommittee: I am pleased to
appear before you today to discuss the President’s 1998 budget for the Department
of Health and Human Services.

As we move toward a new century, our Nation faces significant health and human
service challenges. Advances in biomedical research and medical technologies,
changing demographics, and transformations in the structure and delivery of health
care and social services all present us with new opportunities and new demands.
The President’s fiscal year 1998 budget for the Department of Health and Human
Services (HHS) ensures that our Nation’s health and social services programs will
have the flexibility to address these changes.

Our budget takes several critical steps toward creating a stronger and healthier
nation:

It puts us on a path to a balanced budget by 2002;

It preserves Medicare and Medicaid by reforming, strengthening, and modernizing
both programs;

It helps provide health insurance to growing numbers of American families, espe-
cially children who do not have it;
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It helps families raise strong and healthy children by strengthening our invest-
ment in Head Start, teen pregnancy prevention and abstinence education; increas-
ing opportunities for adoption; and bolstering our efforts to reduce tobacco and drug
abuse among youth;

It provides assistance and support to States as they assume new responsibilities
under welfare reform and to families as they make the transition to work;

It creates a strong public health agenda for the next century by sustaining bio-
medical research at the National Institutes of Health, developing a new food safety
initiative, combating infectious diseases and providing life-extending drug therapies
to people with AIDS; and

It emphasizes tough management strategies that cut costs, ensure program integ-
rity, create technological opportunities, promote effectiveness, respond to our cus-
tomers and empower our partners.

The President’s fiscal year 1998 budget proposes a balanced budget by fiscal year
2002 through a combination of program savings, responsible reforms and strong
management. The Department of Health and Human Services plays a major role in
this balanced budget effort. The President’s fiscal year 1998 budget for the Depart-
ment of Health and Human Services totals $376 billion in outlays of which $34.7
billion is discretionary spending. Of the total amount requested, $223 billion in
spending will be for programs that fall under this Subcommittee. This amount in-
cludes $31.7 billion in discretionary spending, an increase of 1.5 percent over fiscal
year 1997.

PRESERVING AND STRENGTHENING MEDICARE AND MEDICAID

Medicare

The President’s Medicare plan preserves and modernizes the program, reducing
projected spending by a net £100 billion over five years while guaranteeing the sol-
vency of the Part A Hospital Insurance trust fund until 2007. We are reforming
Medicare to make it more efficient and responsive to beneficiary needs to make it
a more prudent purchaser, to give seniors more choices among private health plans,
to cut the growth of provider payments, and to hold the Part B premium to 25 per-
cent of program costs.

In fiscal year 1998, HHS will continue to crack down on Medicare and Medicaid
fraud and abuse through implementation of the Medicare integrity and anti-fraud
and abuse programs that are authorized by the Health Insurance Portability and
Accountability Act of 1996. Building on the successes of the HHS pilot project, Oper-
ation Restore Trust, HHS and the other Federal, State, and local partners will ex-
pand anti-fraud efforts to all 50 states.

Medicaid

The President’s plan for Medicaid reforms the program but preserves the guaran-
tee of health and long-term care coverage for the most vulnerable Americans—more
than 37.5 million children, pregnant women, people with disabilities, and the elder-
ly. The President’s legislative proposals in Medicaid will achieve a net savings of
$9 billion over the five years from 1998 through 2002. This total is comprised of
both spending and savings proposals that improve and strengthen the Medicaid pro-
igram, while more appropriately targeting spending for our most vulnerable popu-
ations.

Recognizing that growth in Medicaid spending has declined significantly over the
past two years, this budget seeks to maintain these lower spending levels in the out-
years when spending growth is projected to rise more rapidly again. The President’s
Medicaid savings are achieved through the establishment of a per-capita cap and
through the reduction and re-targeting of DSH spending, for a total of $22 billion
over five years. The budget also makes a number of improvements to the Medicaid
program, including changes to last year’s welfare reform law, costing $13 billion
over the same period.

The major spending initiatives include the children’s health initiative and welfare
reform related proposals. The plan also helps States meet the most pressing needs,
while giving them unprecedented flexibility to administer their programs more effi-
ciently. Finally, the plan retains current nursing home quality standards and con-
tinues to protect the spouses of nursing home residents from impoverishment.

MAINTAINING AND EXPANDING HEALTH CARE COVERAGE FOR WORKING FAMILIES

One of the best signs of a healthier tomorrow was passage of the Health Insur-
ance Portability and Accountability Act of 1996 which addressed some of the prob-
lems workers face in getting, and holding onto, affordable health insurance. We
must now take the next step to help the growing numbers of American families who
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lack health insurance coverage. And that is exactly what this budget proposes to
do.

An estimated 10 million children in America today do not have health insurance.
The President is proposing these steps to help address this problem and reach the
goal of reducing the number of uninsured children by up to 5 million by the end
of fiscal year 2000.

First, the budget proposes $750 million in annual grants to States to build on
their recent successes in working with insurers, providers, employers, schools, and
others to develop innovative ways to provide health insurance coverage to children
who have neither Medicaid nor employer-sponsored insurance.

Second, the budget provides funds to allow States the option to extend one year
of continuous Medicaid coverage to children, thus increasing continuity and security
for children and families and reducing administrative burdens on States, families,
and health care plans which now have to determine eligibility on a monthly basis.

Third, the budget includes a $1.7 billion initiative to help about 700,000 children
in the families of temporarily unemployed workers maintain health coverage be-
tween jobs. This program of grants to states will be available to recipients with in-
comes below a certain level, who had employer-based coverage in their prior jobs.
States will have substantial flexibility to administer the demonstration program.

Finally, we will work with the Nation’s Governors to develop new ways to reach
out to the 3 million children who are currently eligible for Medicaid but are not
presently enrolled. In addition, under current law, an estimated 250,000 14-year-
olds will become eligible for Medicaid in 1998.

As a part of the President’s health legislation package, our budget includes $25
million in grants to States to establish voluntary health insurance purchasing co-
operatives to take advantage of economies of scale to which small firms normally
do not have access in purchasing health insurance.

BUILDING STRONG FOUNDATIONS FOR FAMILIES AND CHILDREN

The best gifts we can give our children are strong families, safe communities, and
good health. Strong foundations are important for every child’s future. Both re-
search and the experiences of parents and caregivers tell us that a child’s environ-
ment during the early years is especially critical to his or her ability to succeed in
school and later in life.

In addition to expanding health care coverage for children, this budget includes
many other special initiatives to help our children and families. It is sound fiscal
policy to invest in our nation’s children; the pay off obviously can be substantial.
For this reason, the budget proposes a set of strategic investments.

Head Start.—Studies of children enrolled in Head Start and other similar pro-
grams continue to show that the Head Start experience has a positive impact on
school readiness, increases children’s cognitive skills, boosts self-esteem and
achievement motivation, and improves school social behavior. Head Start has also
been shown to help parents improve their parenting skills, increase participation in
their children’s school activities and, in many cases, helps parents on the road to
self- sufficiency. In short, Head Start works and needs to be expanded to reach more
Head Start-eligible children in families not currently served by the program. The
budget includes $4.3 billion, $324 million more than in 1997, to ensure that Head
Start stays on track to serve 1 million children by 2002. The additional funds will
allow Head Start to serve an additional 36,000 new children and their families,
bringing total Head Start enrollment to an estimated 836,000.

Adoption Initiative—Each year, State child welfare agencies secure homes for less
than one-third of the children for whom the goal is adoption or another permanent
placement. These children wait an average of three years to be placed in permanent
homes. President Clinton has challenged States and Federal agencies to at least
double, by the year 2002, the number of children in foster care who are adopted or
permanently placed each year. HHS will lead the effort to identify barriers to per-
manent placement, set numerical targets, reward successful performance, and raise
public awareness. The fiscal year 1998 budget includes $21 million for an adoption
initiative. Funds will be used to provide training and enhanced technical assistance
to States; support grants to States to assist them in removing barriers to adoption
or permanent placement; engage business, church and community leaders in this
initiative and develop and lead a public awareness effort to include public service
announcements, print material and increase use of Internet to promote adoption.
Our budget also proposes paying $108 million between fiscal year 1999—2000 in in-
centives to States for increases in adoptions over the previous year which will be
offset by corresponding reductions in foster care costs.



11

Tobacco.—Every year, tobacco-related cancer, respiratory illness, heart disease,
and other health problems take the lives of 400,000 Americans—the vast majority
of whom began smoking before their 18th birthday. Consequently, in August 1996,
the Administration approved the boldest proposal ever made to kick Joe Camel and
the Marlboro Man out of our children’s lives. The goal of this initiative is to cut to-
bacco use among our young people by half over 7 years by reducing the ready access
that teenagers have to tobacco products and by lessening the pervasive appeal that
these products have for potential underage users. Our budget includes $34 million
to implement the regulation. The budget also provides $36 million for CDC and $22
million for NIH for financial and technical support to States for tobacco control and
cancer prevention activities. In addition, the Substance Abuse and Mental Health
Services Administration (SAMHSA) is working with States to help them comply
with the 1996 Synar regulation requiring that they reduce the availability of tobacco
products to underaged youths.

Reducing Substance Abuse Among Youth.—After years of steady decline, mari-
juana use is rapidly increasing among American youth. As much a cause for concern
is the fact that adolescents increasingly feel there is little or no risk to themselves
or others in their abusing drugs. To attempt to reverse these trends, the Depart-
ment is increasing the resources dedicated to preventing marijuana and other sub-
stance abuse. The fiscal year 1998 budget specifies $98 million for a SAMHSA youth
substance abuse prevention initiative which will allow HHS to mobilize and leverage
Federal and State resources, raise awareness and counter pro-use messages, and
Iéleasure outcomes. Approximately $63 million will be dedicated to State Incentive

rants.

These grants will require Governors to develop comprehensive State-wide strate-
gies for reducing youth substance abuse. In designing their plans, States may pro-
pose their own approaches but will be offered a menu of effective substance abuse
prevention strategies and programs that are based on scientific research. SAMHSA
will focus public education efforts on reaching youth and their caregivers by inte-
grating and expanding its Girl Power! and Reality Check anti-drug use campaigns.
To measure outcomes, approximately $28 million will be used to expand the Na-
tional Household Survey on Drug Abuse to capture state-level data. The Household
Survey now provides data for making national estimates on the prevalence of sub-
stance abuse in the population age 12 years and older as well as information on be-
havior, attitudes, and household characteristics. The expansion will allow the De-
partment to make state estimates of substance abuse for youth between 12 and 17
and for young adults, benefiting those who are designing state substance abuse pre-
vention and treatment activities. The Administration also calls on Congress to enact
SAMHSA’s Performance Partnership proposal, which would give States more flexi-
bility to design and coordinate their anti-abuse and mental health programs and
target resources to community priorities.

Preventing Teen Pregnancy.—Teen pregnancy rates are going down, but more
needs to be done. Each year, about 200,000 teenagers who are 17 or younger have
children. Their babies are often low birth weight and are at high risk for infant mor-
tality. They are also likely to be poor—about 80 percent of the children born to un-
married teenagers who dropped out of high school are poor. In contrast, just 8 per-
cent of children born to married high school graduates aged 20 or older are poor.
The fiscal year 1998 budget includes $14.2 million for the Adolescent Family Life
program, an abstinence-based education initiative which continues to build on the
Administration’s ongoing efforts to assure that communities are working to prevent
out-of-wedlock teen pregnancies. This budget also includes $13.7 million for CDC’s
program for the prevention of teen pregnancy. In addition, the new welfare reform
law signed by President Clinton on August 22, 1996, provides $50 million a year
in new funding for the Health Resources and Services Administration (HRSA) to
support State abstinence education activities, beginning in fiscal year 1998.

PUBLIC HEALTH FOR THE 21ST CENTURY

Investments in public health can yield substantial returns—fewer premature
deaths, fewer and less costly illnesses, and healthier, more productive lives. The fis-
cal year 1998 budget invests in biomedical research and in public health initiatives
that show great promise for improving critical health problems while controlling fu-
ture costs.

Biomedical, Behavioral and Health Services Research.—The budget continues the
Administration’s longstanding commitment to biomedical research, which advances
the health and well-being of all Americans. For the National Institutes of Health
(NIH), it proposes $13.1 billion for biomedical research that would lay the founda-
tion for future innovations that improve health and prevent disease. The budget in-
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cludes $223 million to emphasize research in six areas NIH has identified as show-
ing the most promise for addressing public health needs and yielding medical ad-
vances, including research on the biology of brain disorders; new approaches to
pathogenesis; new preventative strategies against disease; genetics of medicine; ad-
vanced instrumentation and computers in medicine and research; and new avenues
for therapeutics development. In addition, the request funds research on HIV/AIDS,
breast cancer, drug abuse, spinal cord injury and regeneration, as well as many
other diseases and disorders that affect the health, productivity, and quality of life
of all Americans.

Of particular interest to members of this Subcommittee is the question of the ad-
visability of routine mammography screenings for women between the ages of 40
and 49. On February 25, the National Cancer Advisory Board began a discussion
of the issues surrounding mammography screening for women. The advisory board,
recognizing the importance and complexity of this issue, decided to form a working
group to develop clear recommendations for the National Cancer Institute, including
the messages that NCI should communicate to women. The Board intends to com-
plete the process within two months.

The budget request also includes the second year of funding for a new Clinical
Research Center, which will give NIH a state-of-the-art research facility in which
researchers can continue to bring the latest biomedical research discoveries directly
to patients’ bedsides.

In just the past year, NIH-sponsored research has produced many major ad-
vances, such as locating the first major gene that predisposes men to prostate can-
cer; pinpointing the location of the gene that researchers believe is responsible for
familial Parkinson’s disease; and unveiling a map which identifies the locations of
over 16,000 genes in human DNA, about one-fifth of the estimated 80,000 genes
packaged within the human chromosomes. This will give researchers a ready list of
“candidates” for genes involved in human diseases.

Of particular note is an increase of $30 million for NIH’s National Institute on
Drug Abuse which is part of the Administration’s cross-cutting commitment to com-
bat drug abuse. The increased funding will further the development of a medication
for the treatment of cocaine addiction.

The budget includes an initiative devoted to improving health care quality. The
Agency for Health Care Policy and Research (AHCPR) has requested $5 million on
the Quality and Cost Effectiveness Initiative to narrow the gap between what we
know and what we do to improve health care. The initiative will focus on developing
knowledge and strategies to improve the quality of clinical care. Research on quality
and cost effectiveness also plays a crucial role in the continuing effort to decrease
expenditures for the Medicare program, while providing quality health care.

Food Safety.—In recent years, new and serious food safety problems have occurred
with increasing frequency, including illness outbreaks caused by food-borne patho-
gens such as E. coli, Salmonella, enteritidis, Vibrio vulnificus, and Cyclospora. The
Centers for Disease Control and Prevention (CDC) has estimated that each year as
many as 33 million cases of food-borne illnesses in the United States result in up
to 9,000 deaths. To respond effectively to these food safety issues, the President has
proposed a $43 million food safety initiative, including $34 million for CDC and
FDA to strengthen surveillance systems for food-borne illnesses nation-wide, and to
improve Federal-State coordination when food-borne disease breaks out. The budget
would also further support a modernized system of food safety inspection in the sea-
food industry that quickly identifies potential food safety hazards in the production
and processing of such food. In addition, the U.S. Department of Agriculture is a
partner in this initiative, with an increase of $9 million requested in fiscal year
1998.

Infectious Disease.—Recent outbreaks of various infectious diseases have shown
that emerging and re-emerging infectious diseases are an important potential threat
to public health. Preventing infectious diseases is far less costly, in human suffering
and economic terms, than reacting with expensive treatment and containment
measures once public health emergencies occur. To address this need, the budget
includes $59 million, $15 million more than in 1997, for CDC’s efforts to address
and prevent emerging infectious disease. Funds will support training and applied
research, and strengthen significantly the States’ disease surveillance capability.
The budget also includes $88 million (which is $5 million more than in fiscal year
1997); for NIH’s efforts to expand research on new and resurgent infectious diseases
as well as the development of vaccines. Funds will support basic and applied re-
search on infectious diseases to facilitate the detection and control of infectious
agents.

HIV Treatment and Prevention.—In 1996, the Ryan White CARE Act was reau-
thorized with strong bipartisan support. The budget proposes over $1 billion for
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HRSA’s Ryan White activities, $40 million more than in 1997. This will help our
hardest hit cities, States, and local clinics provide medical and support services to
individuals with HIV/AIDS. Under this Administration, funding for Ryan White
grants has risen by 158 percent. The 1998 budget would fund grants to cities and
States to help finance medical and support services for individuals infected with
HIV; to community-based clinics to provide HIV early intervention services; to pedi-
atric AIDS and HIV dental activities; and to HIV education and training programs
for health care providers. The fiscal year 1998 Ryan White request includes $167
million specifically for the AIDS drug assistance programs. In an effort to give
states the flexibility to provide a combination of primary AIDS care services—AIDS
drugs, insurance continuation and other medical and support services—to best meet
their own needs, the budget provides a $15 million increase to the overall Title II
state grant program.

Finally, the budget proposes $634 million for the CDC’s HIV prevention activities,
$20 million more than in 1997, to help prevent HIV among injecting drug users,
who are at great risk of HIV infection. While the outside experts on the NIH Con-
sensus Conference recently recommended lifting the ban on the use of federal funds
for clean needle exchange programs, the prevention activities funded by this budget
do not include such programs. As the Department’s report to Congress, dated Feb-
ruary 18, indicated, clean needle exchange can be an effective component in commu-
nity-based HIV prevention programs in communities that choose to include them.
The science on this issue is evolving somewhat rapidly. And, as it does, NIH will
continue to research effective programs that examine how to prevent HIV infection
and decrease drug abuse.

STRONG MANAGEMENT

In keeping with the President’s commitment to the American people to reinvent
and reduce the size of Government, the Department has continued to streamline or-
ganizational structures and focus our efforts on reducing employment while preserv-
ing the resources necessary to carry out our missions. The Department as a whole
ended fiscal year 1996 at a comparable level of 57,629 FTE which is more than
1,600 FTE under the budget target for the year. Since 1993, the Department has
reduced staffing levels by approximately 7,600 FTE, or 12 percent. As we struggle
to meet balance budget targets, we will be looking for innovative ways of financing
our streamlining plans for this and future years.

The fiscal year 1998 budget request supports the continuation of our efforts to
transform the Department into a high-performance, customer-focused organization.
Our past efforts have led to better service to our customers, reduced bureaucracy
and red tape, increased flexibility in the administration of our programs, and inter-
nal changes that help the Department work better and save taxpayer dollars.

CONCLUSION

The fiscal year 1998 budget for the Department of Health and Human Services
accomplishes four major goals.

First, it makes a major contribution to the goal of a balanced budget through tar-
geted reforms of our entitlement programs and by limiting discretionary program
growth. It also contributes to this goal through continued effort to curb fraud, waste,
and abuse in Medicare and Medicaid.

Second, it preserves, protects, and expands our health insurance system. Medicare
is protected and trust fund solvency is extended. Medicaid will be reformed and ex-
panded to cover up to 3 million more children. Two new programs will also extend
health insurance to unemployed workers, their families and uninsured children.

Third, it provides much needed investments in programs—Head Start, teen preg-
nancy prevention, adoption programs, and tobacco and drug use control among our
children—that help families raise their children.

Fourth, it proposes a public health system for the 21st century that will improve
the nation’s health by expanding medical research to ensure the safety of our food
supply and strengthening our ability to respond to new and emerging infectious dis-
eases and AIDS.

Thank you, Mr. Chairman, for the opportunity to present our budget to this Sub-
committee. We look forward to working with this Subcommittee on our fiscal year
1998 budget requests. I will be happy to answer any questions you or Members of
the Subcommittee may have.
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SUMMARY OF BUDGET REQUESTS FOR PROGRAMS UNDER THIS SUBCOMMITTEE

Health Resources and Services Administration (HRSA).—The fiscal year 1998
budget request for HRSA is $3.3 billion. Over $1 billion is proposed for Ryan White
activities, a $40 million, or 4 percent increase over fiscal year 1997. This will con-
tinue our commitment to improve the quality and availability of care for individuals
and families with HIV and AIDS. The request for the Consolidated Health Centers
cluster provides $810 million for grants to local health centers that serve vulnerable
under-served populations, including migrant workers, homeless individuals, and
residents of public housing. This funding level maintains our commitment to ensure
that they receive quality health care. The HRSA budget supports funding of several
programs with the sole mission of improving the health of women of childbearing
age and their children. These programs include the Maternal and Child Health
Block Grant ($681 million); and the Title X Family Planning program ($203 million).
In addition, HRSA will fund a new $50 million mandatory abstinence education
block grant to States which was authorized in the Welfare Reform Bill.

Centers for Disease Control and Prevention (CDC).—The fiscal year 1998 request
for CDC totals $2.45 billion in program level, a net increase of $36 million over fis-
cal year 1997. Within this level, $25 million will be targeted to improve infectious
disease prevention and control; and $10 million will be used to help ensure, in part-
nership with other government agencies, the safety of the food supply. Also included
in the request are increased resources of $20 million to target HIV prevention ef-
forts toward injecting drug users, a growing segment of all new AIDS cases. The
fiscal year 1998 budget also continues and enhances CDC’s diabetes control pro-
gram, with a requested increase of $10 million. With this initiative, CDC will fund
diabetes control programs in all 50 States. CDC is requesting an increase of $15
million to conduct multi-faceted tobacco control programs in 32 States and the Dis-
trict of Columbia to reduce the use of tobacco, especially among our nation’s youth.
An added $5 million is requested to begin to replicate model programs to conduct
intensive chlamydia screenings across the country. Reducing chlamydia infections
ultimately results in a much lower rate of reproductive health consequences includ-
ing infertility of women.

Finally, the elimination of most vaccine-preventable diseases remains a major pri-
ority of the CDC. With the funds requested, CDC will be able to support the same
level of State purchases of vaccine, as well as improvements to the delivery system,
as was done in fiscal year 1997.

National Institutes of Health (NIH).—The fiscal year 1998 request for NIH totals
$13.1 billion, an increase of $337 million, or 2.6 percent, over fiscal year 1997. With-
in this increase, $271 million is devoted to providing a 3.9-percent rate of growth
in funding for investigator-initiated research project grants (RPGs), NIH’s highest
priority.

These grants support new and promising ideas cutting across all areas of medical
research. In fiscal year 1998, the NIH budget provides nearly $7.2 billion to support
a record total of 26,679 RPGs, including 7,112 new and competing RPGs. Overlap-
ping with the RPG increase is the NIH request for an additional $223 million to
emphasize research in six areas NIH has identified as showing the most promise
for addressing public health needs and yielding medical advances, including re-
search on the biology of brain disorders; new approaches to pathogenesis; new pre-
ventive strategies against disease; genetics of medicine; advanced instrumentation
and computers in medicine and research; and new avenues for therapeutics develop-
ment. Also included within the request is an additional $30 million specifically to
expand research on drug abuse and drug treatment and prevention.

The development of a medication for the treatment of cocaine addiction is the
highest priority for fiscal year 1998 of the National Institute on Drug Abuse. The
fiscal year 1998 budget continues to request all of NIH’s AIDS-related funds—$1.5
billion—in a single account for the Office of AIDS Research (OAR), consistent with
the provisions of the NIH Revitalization Act of 1993. The Director of OAR will
transfer AIDS funds to the Institutes in accordance with the comprehensive plan
for AIDS research developed by the OAR along with the Institutes. The Administra-
tion strongly supports a consolidated AIDS appropriation within NIH as a vital part
of ensuring a coordinated and flexible response to the AIDS epidemic. In addition,
$90 million in total is requested, the same as in fiscal year 1997, for the second
phase of construction funding for NIH’s new Clinical Research Center.

Substance Abuse and Mental Health Services Administration (SAMHSA).—The
fiscal year 1998 President’s budget for SAMHSA totals $2.2 billion, an increase of
$34.4 million or 1.5 percent over the fiscal year 1997 enacted level. This funding
level will continue our commitment to improving the quality and availability of men-
tal health and substance abuse services. The request dedicates additional resources
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to substance abuse, including a $10 million increase for the Substance Abuse Per-
formance Partnership Block Grant and $28 million for data collection activities to
expand the National Household Survey on Drug Abuse (NHDSA) to individual
States. A major component of SAMHSA’s budget will focus on combating recent in-
creases in teenage drug use. The 1998 budget request continues to expand funding
for the Youth Substance Abuse Prevention Initiative by mobilizing and leveraging
Federal and State resources to call upon Governors to develop State-wide prevention
plans; raising public awareness and countering pro-drug use messages aimed at ado-
lescents and families; and tracking youth drug use at a State-by-State level to meas-
ure progress of youth drug attitudes and use. This proposal directly addresses Goal
No. 1 of the National Drug Control Strategy to “motivate America’s youth to reject
illegal drugs as well as the use of alcohol and tobacco.”

Agency for Health Care Policy and Research (AHCPR).—The fiscal year 1998 re-
quest for AHCPR totals $149 million in program level, an increase of $5.5 million
over the fiscal year 1997 level. The fiscal year 1998 request will fully fund previous
research commitments, support the Medical Expenditure Panel Surveys (MEPS),
and fund the Quality and Cost Effectiveness of Clinical Care initiative. This initia-
tive will focus on developing knowledge, tools and strategies to improve the quality
of clinical care. This research also plays a critical role in the continuing effort to
reduce health care expenditures, while still providing high quality services. The
$36.3 million requested for MEPS will continue this major data survey, providing
the public with timely national estimates of health care use and expenditures, pri-
vate and public health insurance coverage, and the availability, costs and scope of
private health insurance benefits among the U.S. population.

Health Care Financing Administration (HCFA).—HCFA is the largest purchaser
of health care in the world. In fiscal year 1998, Medicare and Medicaid expenditures
will be about $311 billion for 71 million beneficiaries. The fiscal year 1998 request
for program management, the budget responsible for administering these two pro-
grams is $1.8 billion or a little over one-half of 1 percent of total Medicare and Med-
icaid outlays. Of this amount, almost 70 percent will go to 75 private sector insur-
ance companies throughout the United States who process and pay the claims for
the care given to Medicare beneficiaries. Only about 20 percent ($359 million) of the
requested amount will go to fund Federal employees and their activities (about one-
tenth of 1 percent of total Medicare and Medicaid outlays). These activities maintain
and strengthen the Department’s commitment to develop more efficient operating
systems; manage programs to fight fraud, waste, and abuse; and promote and mon-
itor managed care spending and quality of care. To deal with the growth in new
health care facilities joining the Medicare program, the Department proposes a user
fee for new facilities to be collected by the States to cover the cost of initial surveys.

Administration for Children and Families (ACF).—ACF is the Department’s lead
agency for programs serving America’s children, youth and families. It also has the
lead in implementing the recently enacted Personal Responsibility and Work Oppor-
tunity Reconciliation Act of 1996 (Public Law 104-193), including the Temporary
Assistance to Needy Families (which replaces the Aid to Families with Dependent
Children program), the child care entitlement program, and new research and eval-
uation activities.

The fiscal year 1998 budget for ACF totals $34.6 billion, including $19 billion ap-
propriated under the Personal Responsibility and Work Opportunity Reconciliation
Act of 1996. Our request includes $8 billion for discretionary programs that promote
safe and healthy children and youth and support our Nation’s working families in-
cluding: $4.3 billion for Head Start to provide an additional 36,000 children with
Head Start experience and establish strong foundations for a total of nearly 836,000
children and their families; $1 billion for the Child Care and Development Block
Grant; and $410 million for a range of discretionary programs that help States and
local communities protect children, including a new Adoption Initiative to bring
more foster care children into healthy, stable homes.

The fiscal year 1998 budget also includes almost $27 billion for entitlement pro-
grams. Of this amount, approximately $17 billion is for the Temporary Assistance
for Needy Families (TANF) program, which transforms welfare into a system that
requires work in exchange for time-limited benefits. A total of $2.2 billion (this in-
cludes $107.5 million in estimated carryover from fiscal year 1997) is requested for
child care programs to allow States maximum flexibility in developing child care
programs. This amount combined with $1 billion in discretionary spending re-
quested for the Child Care and Development Block Grants, will further the Admin-
istration’s commitment to supporting families and moving families from welfare to
work. In fiscal year 1998, we estimate that Federal and State governments will
spend about $3.5 billion in order to collect over $13.7 billion in child support pay-
ments—an 8 percent increase over 1997. The budget also includes $4.3 billion for
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Foster Care, Adoption Assistance and Independent Living programs. The President’s
Adoption Initiative proposes to pay incentives to States for increases in adoptions
of children from State foster care systems. This new entitlement to States will result
in no net increase in outlays because increases in Adoption Assistance will be offset
by savings in Foster Care.

Administration on Aging (AoA).—The fiscal year 1998 budget for AoA provides
$838.2 million for programs aimed at maintaining or improving older Americans’
quality of life. For fiscal year 1998, AoA requests $291.4 million for Supportive Serv-
ices and Centers, to provide funding for the nationwide network of 57 State units
on aging, 661 Area Agencies on Aging, 6,400 senior centers, and more than 27,000
service providers. Also requested is $469.9 million for Nutrition Services, to continue
providing the 242 million congregate and home-delivered meals served to vulnerable
senior citizens. In addition, AocA requests $9.3 million for in-home services for the
frail elderly, $16.1 million for grants to Native Americans, $15.6 million for preven-
tive health services, and $4.0 million for aging training, research and related pro-
grams. Finally, to improve service and streamline administration, the request in-
cludes three program changes: a consolidation of the various programs authorized
under Title VII of the Older Americans Act into a single Grants to States for Protec-
tion of Vulnerable Older Americans program, with total funding of $9.2 million; a
transfer of the Alzheimer’s Disease Demonstration Grants to States program ($8.0
million) from the Health Resources and Services Administration (HRSA) to AoA;
and the transfer of DOL’s Community Service Employment for Older Americans
program ($440.2 million) to AoA.

General Departmental Management (GDM).—The fiscal year 1998 budget request
provides a program level of $192 million for General Departmental Management
(GDM), including an appropriation of $172 million and intra-agency transfers of $20
million in one-percent evaluation funds. GDM supports those activities associated
with the Secretary’s roles as chief policy officer and general manager of the Depart-
ment through nine Staff Divisions (STAFFDIVs): the Immediate Office of the Sec-
retary, the Offices of Public Affairs, Legislation, Planning and Evaluation, Manage-
ment and Budget, Intergovernmental Affairs, General Counsel, and Public Health
and Science, and the Departmental Appeals Board. In fiscal year 1998, the GDM
request includes funds for Policy Research—formerly a separate appropriation ac-
count—to support research on issues of national importance.

Office for Civil Rights (OCR).—The OCR requests $21 million, an increase of $1
million above fiscal year 1997. OCR has made significant progress in addressing is-
sues such as race discrimination in access to health care and discrimination against
persons with disabilities. The fiscal year 1998 budget request supports outreach and
other compliance initiatives that seek new ways of preventing civil rights problems
and addressing potential discrimination in HHS programs. This includes implemen-
tation of new nondiscrimination requirements covering adoption and foster care
placements that will support the President’s Adoption 2002 initiative.

Office of Inspector General (OIG).—The OIG requests a discretionary budget of
$32 million, a decrease of $3 million below the comparable fiscal year 1997 level.
OIG will focus its resources in the following areas: evaluating various options and
methods to increase collections in the Child Support Enforcement Program; assess-
ing the adequacy of the Food and Drug Administration’s control over investigational
new drugs; investigating grant and contract fraud, research fraud, and allegations
of wrongdoing in the Department’s public health programs; and auditing manage-
ment control systems and financial operations.

In addition, the Health Insurance Portability and Accountability Act of 1996 ap-
propriates funds to OIG for the Health Care Fraud and Abuse Control Program.
OIG will receive between $80 million and $90 million in fiscal year 1998, to be de-
termined by agreement between the Secretary of HHS and the Attorney General.
Under this program, OIG will: build upon and expand the proven effective policies
and practices of Operation Restore Trust; enhance general Medicare fraud and
abuse enforcement activities; and develop innovative anti-fraud initiatives.

MAMMOGRAMS

Senator SPECTER. We will have 5-minute rounds for each mem-
ber.

I begin, Madam Secretary, with the issue of mammograms. The
National Institutes of Health panel finding that mammograms
were not warranted for women in the age bracket 40 to 49 has
caused quite a stir. I have had a series of field hearings in my own
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State, and, as you know, we had Dr. Klausner of NCI and other
witnesses appear here. You talk about a report which is coming in
the course of the next 2 months. My own view is that the evidence
is substantial, if not overwhelming, that mammograms for women
40 to 49 are very helpful and do save lives.

It seems to me that there ought to be a prompt conclusion to that
effect.

When you take a close look at what the NIH panel did, they had
prepared a press release which they had really not intended to dis-
close publicly and the matter sort of got out of hand. Dr. Klausner
said he was shocked by it.

My question to you, Madam Secretary, is do you have the author-
ity administratively to say that Medicaid will cover mammograms
for women 40 to 49?

Secretary SHALALA. I think the answer is yes, I probably do have
that authority. But let me tell you what we are going to do.

Senator SPECTER. Before you go on, there are some women under
Medicare in the age 40 to 49 category, disabled, SSI. Could they
also be covered by an administrative order?

Secretary SHALALA. Well, it is not necessary. Let me explain.

Medicare must cover all medically necessary services. If a doctor
recommends that a disabled woman, who would be in the category
covered by Medicare, needs a mammogram, that mammogram will
be covered through the Medicare Program because Medicare covers
all medically necessary services.

As you know, most of the people on the Medicare Program are
the elderly, over age 65. Mammograms certainly are covered for
them.

Senator SPECTER. I do know that. That is why I talked about the
disabled.

The point I am coming to—and I would like to cover this within
my first round of 5 minutes—is that if it is medically necessary,
as you say for the disabled, under Medicare it will be covered.
There is a strong message given here to the insurance world that
mammograms are not warranted.

I chose my word carefully and I noticed you focused on the word.
If there is a way to avoid coverage of the payment, I think it is rea-
sonable to expect the insurance community will not cover those
payments.

What I am looking for is a prompt determination that mammo-
grams are warranted for women in the 40 to 49 category. You and
I talked about this briefly when you returned just in time for the
State of the Union speech. You had been traveling overseas and I
had expressed an interest in having you appear the next day, when
Dr. Klausner came. This is a matter which I think requires clari-
fication early-on.

When Dr. Klausner was here in January, he said that he ex-
pected the meeting in February to resolve the matter, and it has
not resolved the matter. When there is a public determination that
mammograms are not warranted for women 40 to 49, many women
are reading that beyond that age bracket to mean that mammo-
grams are not really necessary.

I heard some very compelling testimony yesterday at the Her-
shey Medical Center from women who are very bitter about the de-



18

termination, saying that women were not using mammograms. A
very distinguished African-American woman from Lancaster testi-
fied very forcefully about this point.

What I am looking for is an early message that mammograms
are warranted for women of age 40 to 49. What I am trying to
move toward is how that can be accomplished. That is why I asked
you in a very pointed way if you have the authority, administra-
tively, to do that.

Secretary SHALALA. In Medicaid, the States would decide what
optional benefits there are. The National Cancer Advisory Board
did not come to a conclusion at the February meeting. They did ap-
point a working group and do intend to give us a recommendation
in 2 months, which is what they reported to us on this issue.

Senator SPECTER. Why so long?

Secretary SHALALA. Two months?

Senator SPECTER. Yes; why so long? I think 2 months is too long.

The panel came out several weeks ago. He testified here, I be-
lieve on January 21. They were supposed to have something done
in F(ﬁ)ruary. Every day that passes is a day when women are not
tested.

I think 2 months is too long.

Secretary SHALALA. Well, let me say that the National Cancer
Advisory Board believed that they could make recommendations
within a 2-month period. As you know, this is an area in which
there has been controversy. But no woman should stop from going
to her doctor or requesting a mammogram if she believes that she
wants a mammogram.

Now in terms of the National Cancer Institute’s recommendation,
their advisory board has said that they would report back to us in
2 months. Dr. Klausner has referred it to that advisory board; 2
months does not seem to me to be a long period of time in an area
in which we need as clear a response as we possibly can get from
our experts.

Senator SPECTER. Madam Secretary, this will be my last question
because the red light is on and I do want to observe the time. But
I also want to follow up on your last statement.

When you say that women should get a mammogram if they
need one, that won’t even make a footnote anywhere. If you say
that Health and Human Services will cover the payment for mam-
mograms for women 40 to 49 because the Health and Human Serv-
ices Secretary determines that they are warranted, that will make
a headline. It will make an impression on a lot of women.

Secretary SHALALA. The Department will come to a conclusion on
a scientific guideline. I will wait for a clear recommendation from
Dr. Klausner, as to how the Department ought to act on this mat-
ter. It is extremely important that the Department rely on the ad-
vice of the scientists who have been empowered to advise the Sec-
retary on this matter.

Senator SPECTER. Well, Madam Secretary, I respectfully disagree
with you about the timing. The panel came to a conclusion on Jan-
uary 23 about saying that mammograms were not warranted for
women 40 to 49. I think there was a lot of damage done in the in-
terim between then and now. I think before the panel came to a
conclusion or made the statement that it did that it should have
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had a better basis for doing so before causing all of this angst
among women. And I think that Dr. Klausner should have had an
answer when he came before this committee in February, certainly
by late February; 2 months is a very long time for millions of
women not to have mammograms.

Secretary SHALALA. Senator, I think that the point I am making
is that there has to be a clear scientific basis for the kinds of health
requirements that the Department puts in place on the Govern-
ment programs.

Senator SPECTER. Well, was there a clear scientific basis that
mammograms were not warranted for women 40 to 49 when the
NIH panel came to that conclusion?

Secretary SHALALA. Well, I am not going to substitute my judg-
ment for Dr. Klausner’s or for the National Cancer Institute’s Advi-
sory Board who are reviewing that particular standing ad hoc pan-
el’s recommendation.

What Dr. Klausner has told me is that the National Cancer Advi-
sory Board working group will report back in 2 months. When we
have that information, we will provide that to you and to the
women in this country.

Senator SPECTER. Well, my question went to a different point.

You say there has to be a clear scientific basis to say that mam-
mograms are warranted for women 40 to 49. I am asking you if
there was a clear scientific basis for the NIH panel to say that
mammograms were not warranted for women 40 to 49.

Secretary SHALALA. Dr. Klausner has said to me that he has a
different reading of the literature than that particular NIH panel
and, therefore, he wanted to refer to the National Cancer Advisory
Board for a clearer basis and a clearer interpretation. I will rely
on his judgment on that.

Senator SPECTER. Well, I am still on a different point. You are
saying you want a clear scientific basis before you say mammo-
grams are warranted for women 40 to 49. I am asking you if there
was a clear scientific basis for the contrary conclusion, that mam-
mograms were not warranted for women 40 to 49.

If you put it out in the field that they are not warranted without
a clear scientific basis, I don’t see the problem in retracting it.
There was no clear scientific basis for the NIH panel finding that
mammograms were not warranted for women 40 to 49.

Secretary SHALALA. Senator, that is your conclusion. I must rely
on the National Cancer Institute.

Senator SPECTER. Oh, do you have a different conclusion?

Secretary SHALALA. I'm not saying that I have a different conclu-
sion. I'm relying on the advice from the head of the National Can-
cer Institute. When he gives me that clear advice after consultation
with his own advisory board, I will; obviously, the Department will
pass that on in as clear a form as possible.

The trouble here is that there has been enormous confusion not
just in that particular panel, but in a number of different state-
ments that have been made. What I don’t want to do is to reverse
myself without the proper advice of the cancer specialists at the
National Cancer Institute when they give me that information, and
they said that they would give it to me within a reasonable time-
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frame, within the next 2 months. Then we will communicate that
as clearly as possible.

Senator SPECTER. Have you reviewed Dr. Klausner’s testimony
before this subcommittee?

Secretary SHALALA. I have and I know what Dr. Klausner said,
and I know what he said afterward, after the initial NIH panel re-
ported. What I am making very clear is that I intend to respect the
process he has set up before we make additional public statements.

Senator SPECTER. Well, my question to you was whether you
read Dr. Klausner’s testimony before this committee. You said you
did and then you said you knew some other things. Then you said
you were going to wait for the scientific community.

His testimony before this committee was emphatic that there
was not a clear scientific basis for the NIH panel’s finding that
mammograms were not warranted for women 40 to 49. Now that
is what stands without a clear scientific basis. There may be some
dispute as to whether there is a clear scientific basis for the con-
trary conclusion, that mammograms are warranted for women 40
to 49. I would ask you to review that.

I do not think there is a sufficient sense of urgency, Madam Sec-
retary, with all due respect, in the approach you are taking and the
approach Dr. Klausner is taking. He makes a public statement
after the NIH panel’s finding that he is shocked, and then he wa-
ters that down when he comes in here. He says there will be a de-
termination by the end of February and now we are waiting for 2
more months.

Well, I have made my point. I wouldn’t like to see the Congress
act on these matters. But I don’t think there is sufficient sense of
urgency in your department on this.

Secretary SHALALA. I think that everything we have done for the
last 4 years on breast cancer in relationship to women, on improv-
ing the quality of mammogram standards, on the national breast
cancer action plan is an indication that we not only consider this
a priority but the clarification and clear communication with
women is at the top of our priority list.

The National Cancer Advisory Board is, in fact, the critical board
on cancer issues. Dr. Klausner has indicated that they are review-
ing the issue, and I don’t think that any woman who has breast
cancer—and all of us are worried about breast cancer—thinks that
we should take more than 24 hours on an issue like this. But we
want to make sure that that board, which is the supervising board
for the National Cancer Institute, has given us a clear description
of what they believe the position should be.

I cannot in any way disagree with your conclusion that we
should not take more than 2 minutes on this. But I will respect the
process and we will report back as quickly as we possibly can.

Senator SPECTER. Now, Madam Secretary, I am not talking about
2 minutes and I am not criticizing what you have done on breast
cancer otherwise. I am commending you for it. But when it is a
matter of dollars and cents and there is no clear scientific evidence,
I think the word ought to come from the Secretary of Health and
Human Services that, notwithstanding the cost, we are going to see
to it that mammograms are made available for women 40 to 49.

We will proceed in order of arrival.
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Senator Murray.
OPENING REMARKS OF SENATOR MURRAY

Senator MURRAY. Thank you, Mr. Chairman. I am delighted to
be back on this committee after a 2-year-absence. The issues of this
committee are very important to us and my constituents and many
of the programs that we deal with are very high on my priority.
So I am glad to be back and am anxious to begin work on the fiscal
year 1998 appropriations bill.

Madam Secretary, I want to welcome you here today as well. I
want to take this opportunity to commend you for your efforts over
the years on behalf of our most vulnerable citizens, the children,
the disabled, senior citizens. We all very much appreciate it. Your
expertise and knowledge has really helped a lot of us go through
these issues over the last 4 years.

I am especially delighted that you and I share many of the same
priorities. I look forward to working with you as we try to enact
some of the President’s initiatives in this Congress.

I would like to focus my comments and questions on the issue of
children’s health.

UNINSURED CHILDREN

As you know, the Democratic leadership has really placed high
on our agenda the enactment of a universal health insurance bill
for children. I know that you have long been a champion for im-
proving access to quality health services for our children and have
helped in the last 4 years to improve access to immunizations, pre-
natal care, and well baby care. I really want to encourage you to
continue in that direction. I think it is absolutely vital.

As I have gone around my home State, I have seen a lot of new,
innovative programs that deal with those uninsured children, chil-
dren whose parents are at work but whose income places them
above Medicaid eligibility. But they still do not get access to health
insurance.

I have heard of things like clinics that are supported by hospitals
in an effort to reduce the cost of treating uninsured children. King
County has a 1-800 number now for parents to call to ask for infor-
mation about treating their child, instead of going to an emergency
room. And I have seen some great school-based health clinics.

NEW INNOVATIVE PROGRAMS

I want to ask you this morning what kind of innovative programs
you have seen out there to serve our children so that their only ex-
posure to health care is not through the emergency room.

Secretary SHALALA. Well, there are a lot of programs, including
the one in your own State, the basic health plan plus.

The way we are doing it now in this country is that each State
is designing their own program to try to increase the amount of
coverage for children. Some States are obviously trying to make
certain that more children are covered by Medicaid, which is often
the easiest way. Other States are trying to subsidize working par-
ents to help them pay the premiums. Other States are expanding
their community health centers so that more children know that
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there is a community health center to come to, and by the expan-
sion of school health programs, sometimes contracting with an
HMO or other form of organized care.

So it is all of the above. And, in fact, the President’s own initia-
tive takes advantage of that as opposed to a single expansion of a
program or developing a new entitlement. It takes advantage of the
different strategies that are going on in States.

Washington, for instance, has 141,000 children who are not in-
sured. Getting at that group, we suggest involves giving the State
money directly so that they can improve on the programs they are
already doing, as well as finding children that are eligible for Med-
icaid. It also, keeps some children in health insurance if they are
enrolled on Medicaid and their parents get a job, and keeps them
there for 1 year so that the State could find another way of getting
them insured.

Many people have been concerned about what happens if employ-
ers start dropping health insurance for kids, if the State starts to
cover kids. That is easy to take care of because you can simply
have a rule that if the employer provides health insurance for the
children of any employee, they have to provide it for their low in-
come employees. That takes care of that issue.

Senator MURRAY. I appreciate that. I really want to work with
you on that because one of the obstacles, I think, to welfare reform
succeeding is young mothers in particular who go back to work, do
not have health care, and drop out of the workplace because of that
problem. So we need really to focus on this and to work all of us
together to address that issue.

DISPROPORTIONATE SHARE FUNDS

I have one other quick question on my time. Many of our hos-
pitals are currently using their disproportionate share moneys to
fund services for the uninsured, especially our children. I am really
concerned that efforts to reduce the disproportionate share moneys
and retarget them could jeopardize especially children.

Can you talk about how the administration is going to deal with
that?

Secretary SHALALA. I think our approach to disproportionate
share, particularly in the Medicaid Program—and we do get some
savings through that program—is an approach that is balanced.
What we try to do is to retarget and to make sure that the money
is actually going to hospitals that do serve people who don’t have
insurance; and, really, that the money is used for the purpose for
which it was originally designed.

States have different levels of disproportionate share money, de-
pending on how they participated in the program. But our effort is
to keep that money in hospitals that, in particular, have a heavy
burden.

So I think you would find that consistent with the points that
you are making.

Senator MURRAY. Thank you.

Thank you, Mr. Chairman.

Senator SPECTER. Thank you very much, Senator Murray.

Senator Hutchison.
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REMARKS OF SENATOR HUTCHISON

Senator HUTCHISON. Thank you, Mr. Chairman.

I think that the chairman certainly covered the mammogram
issue well. But I do want to say that I think the NCI jumped aw-
fully quickly in 1993 on the basis of one study from Canada to take
away the guidelines for women between age 40 to 49, and that
since that time the preponderance of the studies have shown other-
wise, that there are actual, quantifiable savings of lives when
women have gotten mammograms between the ages of 40 to 49.

So I really hope and I will ask you if you will do everything with-
in your power, understanding, of course, that you are looking to the
experts, but, nevertheless, the buck stops with you. You really do
have the power to issue the initiatives that will make sure that in-
surance does cover women between the ages of 40 to 49 in govern-
ment programs.

NCI GUIDELINES FOR MAMMOGRAMS

I just will ask you if you plan to take a leadership position to
encourage NCAB and NCI to give us clear guidelines.

Secretary SHALALA. The answer is absolutely yes.

Senator Hutchison, I feel the way Senator Specter does and ev-
eryone else. I am profoundly irritated by the fact that we have not
sent clear messages, that we appoint panels, and even if we agree
with their conclusion, the balance and the tone of the discussion is
often not very helpful.

While I fully want to back up the scientific leaders, they have to
understand that these are real people with real lives that need to
make informed decisions but that need some guidance from sci-
entific leaders.

I will do everything I can both to make sure that we get this re-
port as quickly as we possibly can, but, once having gotten it, it has
to be as clear as it possibly can be.

Now science cannot always be as precise as we want it to be. But
on this issue in particular, we have not distinguished ourselves. I
will do everything I can to make sure of that, as will Dr. Klausner,
who gets it.

Senator HUTCHISON. I must say that I agree with you.

Secretary SHALALA. I must say that he is really trying both to
reflect the advice he is given, but understands that there are real
lives involved here and that the women of this country and their
families deserve straight answers.

Senator HUTCHISON. Madam Secretary, I do believe that there is
great hope in Dr. Klausner. I do think he gets it. Besides the hear-
ing that we have had, I have talked to him twice now about this
issue. I think he gets it. I hope so. He must because I think that
many of us—and I think you are in the same category—have been
so frustrated that it has taken so long. And, frankly, I think that,
particularly with our volunteer groups, really giving an initiative
to educating women and making them more aware of the need for
early detection, I think we were on a roll. Then, all of a sudden,
in 1993 there is a muddled message and it is hard to keep the roll
when all of a sudden now the scientists say well, it really is not
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proven, it is actually that out of 10,000 lives, it may be only 34 per-
cent of them.

Now give me a break—only 34 percent of 10,000 women might
be saved with early detection.

So I am frustrated. I hope that you will do everything you can.

CDC SCREENING PROGRAM

Let me just ask you this question. One of the outflows of this
kind of muddled message is the Centers for Disease Control which
funds a full service early screening program to reach minority pop-
ulations across our country. Currently, it targets women over the
age of 50.

Now if we can get a clear message from the NCI, will you imme-
dfi‘ate}?y take steps to lower that to targeting women over the age
of 407

Secretary SHALALA. Let me say that when we do get a rec-
ommendation, what we normally do is review all of our programs,
and we certainly will review that.

The point of that particular CDC program is that we have a
much smaller percentage of minority women, as you well know,
who are getting mammograms, that we wanted to have a targeted
program to try to increase the number of minority women who re-
ceive mammograms. That was the purpose of that. Whatever the
standard is, we would want to extend our work to a different age
group.

So let’s hope that we get a clear answer. Now scientists in gen-
eral give us clear answers. We expect confused answers from the
economists, not the scientists. I think that is why we are all sort
of thrown off on this issue. Normally, the scientists walk in here
and they are pretty straight forward in terms of what they are rec-
ommending.

BENEFITS AND RISKS

Senator HUTCHISON. Well, excuse me, Madam Secretary, but it
seems that in most other diseases they are straight forward and
they will say here are the benefits of this treatment and, yes, here
are the risks. We get that in every other disease treatment that I
can remember. I mean, my gosh, every time you open up a medi-
cine bottle it has the risks listed and what it is recommended.

Secretary SHALALA. Some more clearly than others.

Senator HUTCHISON. I think look, we are adult, intelligent peo-
ple. We can take the benefits and also the risks, and that is a clear
message because the risks are minuscule compared to the benefits.
And I think that can be said clearly.

When you talk about the Centers for Disease Control funding,
which I think is absolutely warranted—I was at Howard University
a couple of weeks ago and I think the minority women should be
our focus because they are the ones who end up not having early
detection and, therefore, the disease is more fatal. I would just say
that we really need to go to that 40 and above age group where
early detection is so important because we know that the disease
is generally more virulent in younger women.

Secretary SHALALA. I think Dr. Klausner agreed with you in his
testimony because what he said about the NIH report was that it
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overly minimized the benefits and overly emphasized the risks for
the 40 to 50 population. He thought it should have been a better
balance.

We will do our best.

Senator HUTCHISON. I just do not see why this disease is treated
so differently when we have benefits and risks given and we can
make judgments, as in every other disease I have seen. Why not
this one? Why take a segment of the population that is a large seg-
ment that can be saved with relatively little expense and not do it?
Why not do it?

Secretary SHALALA. I think that Dr. Klausner realizes that.

My point is and my reluctance to overrule people and pronounce
on the science is that we have done a good job in a bipartisan man-
ner over the years in building these first-class scientific enter-
prises. We have always, when we wanted to make a pronounce-
ment of science, put the scientists in front of us to talk about it and
to give people advice.

The American people trust these scientists when they speak on
these subjects. I see no reason for us to change that process. But
I think Dr. Klausner gets it. He communicates clearly himself, and
he is going to be working with his advisory board, which is the pre-
mier advisory board on cancer, to make sure we get very clear mes-
sages out.

Senator HUTCHISON. Thank you, and thank you, Mr. Chairman.

Senator SPECTER. Thank you, Senator Hutchison.

Senator Faircloth.

REMARKS OF SENATOR FAIRCLOTH

Senator FAIRCLOTH. Thank you, Mr. Chairman.

Madam Secretary, thank you for being here this morning. It is
nice to see you.

Secretary SHALALA. Thank you.

MEDICARE SAVINGS

Senator FAIRCLOTH. I am particularly pleased to see that the
President’s budget numbers on Medicare savings come close to
what was proposed in the Congress last year. But what bothers me
is how the administration achieves the savings. That does concern

me.

The budget extends the life of the Medicare trust fund for an ar-
bitrary period of time through accounting maneuvers. I don’t think
it looks at the realistic long-term solution, and particularly the
shift in home health costs from part A to part B looks like there
has been fiddling with the books to prolong the life of a system that
well could be near collapse and that is in desperate need of reform.

Over the next 60 years, the ratio of workers paying into the sys-
tem to beneficiaries taking money out will be cut in half. I think
it is important to be honest with the American people about the
condition of the Medicare Program and the realistic options that we
are going to have to face to fix it.

Secretary SHALALA. Senator:

Senator FAIRCLOTH. Wait a minute. I have a further statement
that I want to finish.

Secretary SHALALA. Sorry.
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WELFARE SPENDING ON NONCITIZENS

Senator FAIRCLOTH. Further, I am troubled by the administra-
tion’s proposal to increase welfare spending by $21 billion espe-
cially to pay for welfare benefits to people who are not citizens of
this country.

I was surprised and disappointed at the suggestion that we will
start erasing about one-third of the savings we achieved from the
welfare law passed last year. Almost one-third of our savings will
be lost by so-called opening up the bill to increase benefits to non-
citizens. It sends a wrong message. It clearly sends a wrong mes-
sage to immigrants and potential immigrants, that in this land of
opportunity, a nice package of taxpayer funded, taxpayer financed,
government benefits awaits you upon arrival. I think that is send-
ing the wrong message.

Madame Secretary, I look forward to working with you on solu-
tions to the problems, and I am confident that we will find common
ground.

LOSSES FROM FRAUD AND ABUSE

Now here is my question. Madam Secretary, the General Ac-
counting Office estimates the losses in the Medicare system from
fraud and abuse, estimates that these two items cost taxpayers
from $6 billion to up to $20 billion in fiscal year 1996.

Can you give me an update on the Department’s efforts to stop
the flow of money to those who cheat the system? By anyone’s ac-
count, those billions of dollars could and should be used elsewhere.

I would like an answer.

Secretary SHALALA. Thank you very much, Senator. Let me give
you three quick answers.

We have launched, as a demonstration, Operation Restore Trust,
which is the largest effort in the history of the Medicare Program.
It was launched 3 years ago to combat fraud and abuse in the sys-
tem. It is a combination of the inspector general, the U.S. attor-
neys, as well as State officials—State attorneys general, for exam-
ple, and State district attorneys—to investigate and prosecute
fraud.

We have had the largest settlements in the history of the Medi-
care Program.

Second, we have launched an effort to change systemic problems
in the Medicare Program. Some of them we have done administra-
tively, some of them are in the bill as part of our Medicare reforms,
which are critical. While they are not necessarily scored, they will,
in the long run, according to our inspector general, produce real
savings for the program.

The Congress last year in the Kennedy-Kassebaum bill extended
Operation Restore Trust to a national program and finances it out
of the Medicare trust fund. So we will have, for the first time, a
beefed up effort to deal with fraud in the program.

I believe over the next couple of years that the trustees will be
able to report—and I am a trustee—because of the actuaries that,
for the first time in history, our fraud, our antifraud efforts, are
starting actually to reduce costs in the trust fund. So I think we
have done a first rate job getting our act together and actually get-
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ting at both systemic fraud as well as through our investigations
and through our teamwork in this area.
Let me comment quickly on the other two issues that you raised.

IMMIGRANTS

On welfare, we have no intention of reopening the welfare bill.
The President believes that the welfare to work bill ought to be
continued. We have asked for restoration of some funds for part of
a population that was pulled in—not for new immigrants but for
immigrants that were here, disabled immigrants that were here be-
fore August of last year, immigrants who often are sitting in nurs-
ing homes, some of whom were disabled after they arrived in the
United States. They may have worked for 3 years and then been
in a terrible accident, or they are elderly and frail and sitting in
a nursing home. So we do not shift those costs on to the States.

We have also asked for coverage for children at the same time
who are disabled, and in our judgment those costs should not be
shifted on to the States.

But for new immigrants coming in, we have all agreed on the
rules. For people who are able-bodied, we have all agreed on this
new welfare program. We are talking about people who cannot
work, who have no other means of support, often who are sitting
in nursing homes, totally disabled. And we’re talking about not
shifting those costs on to the State.

Senator FAIRCLOTH. Did these immigrants not have sponsors
when they came in?

Secretary SHALALA. Many of them did not. But the sponsorship
was not legally binding as it is now. That has been tested in the
court.

Only 40 percent of immigrants who came to this country before
we rewrote the laws had sponsors. Some of them are refugees. So
it is not a question of some legal entity that we can enforce. We
can now because the law has been changed.

So we are talking about a narrow group of people who cannot
work. This is not reopening the welfare bill.

Senator FAIRCLOTH. My time is up. Thank you, Mr. Chairman.

Senator SPECTER. Thank you very much, Senator Faircloth.

We are pleased to have the chairman of the full committee here
today, Senator Stevens.

Senator STEVENS. Thank you very much. I don’t have any ques-
tions, Mr. Chairman. I am pleased to see Secretary Shalala here
and wanted to come in and listen to the testimony.

Secretary SHALALA. Thank you, Mr. Chairman.

Senator SPECTER. Thank you very much, Mr. Chairman.

Senator Kohl.

Senator KOHL. Thank you very much, Mr. Chairman.

Se(I:retary Shalala, it is always good to see you. Welcome to our
panel.

Secretary SHALALA. Thank you, Senator.

REMARKS OF SENATOR KOHL

Senator KOHL. As you know, I have introduced legislation to ex-
pand and strengthen our Nation’s child care system by creating a
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$150,000 a year tax credit for businesses. This credit would be used
by any business or group of businesses to set up an onsite or a
nearsite day-care center to cover operating costs of the facilities, to
contract for child care resource and referral services, and commu-
nity child care centers and for the training of child care workers.

We all understand the critical shortage of quality child care. I be-
lieve that this bill makes sense for families struggling to find care
and it makes good business sense because workers will be able to
concentrate on their jobs and not on the questions of child care for
their children.

I would like to ask you if you have had the chance to review or
think about this legislation and whether you think it makes sense;
also whether you think the administration would be willing to
throw its support behind this piece of legislation.

TAX CREDIT FOR CHILD DAY CARE

Secretary SHALALA. Senator, as you know, the President does
have a tax credit, a bill with a number of different recommenda-
tions, and we believe this ought to be discussed as part of that. Ob-
viously we share your view that quality child care in particular and
getting businesses, encouraging businesses to get more deeply in-
volved in providing child care is very important. It is going to be
increasingly important as we move hundreds of thousands of people
from welfare to work.

For some people, onsite child care is perfect. For other people,
they will have to get it provided in other ways. We think this ought
to be part of both that tax discussion as we get further along in
the discussion.

But, obviously, we support efforts to encourage businesses to get
more deeply involved in child care. Whether this particular tax
credit, in light of some of the other things—you know, we obviously
have a balanced budget bill. We certainly are prepared to discuss
it, though, as part of that discussion.

Senator KOHL. Thank you.

TRAINING FOR CHILD CARE WORKERS

Madam Secretary, this subcommittee previously set aside a very
small amount—it was only $1 million—for scholarships to childcare
workers who wish to be certified as child development associates.
This CDA was not funded last year.

If the Federal Government is willing to spend over $400 million
a year training health care professionals, even when it is known
that there is a glut of doctors, and if your department is able to
send New York hospitals $400 million not to train medical resi-
dents, then surely we can invest just a few million to help train
childcare teachers when there is a severe shortage.

Do you agree that CDA scholarships are worthwhile investments
and worthy of your support? Do you think that it makes sense for
this subcommittee to, once again, set aside funding for these CDA
scholarships, as modest as that funding is, $1 million?

Now it does account for 4,000, 5,000, or 6,000 training slots.

Secretary SHALALA. Exactly. States are now using their block
grants in part to send people to school. I was recently in South
Carolina, for example, where the State is, in fact, supporting
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former welfare recipients to get community college degrees, to get
certified as childcare workers.

Senator, I don’t think that any of us would object to a $1 million
program in the context. What we have tried to do with welfare re-
form, though, is to give the States the block grant and then encour-
age them to do the right thing, as opposed to increasing the num-
ber of specifically categorical programs. No one is going to object
and I don’t think the White House is going to yell at me if I don’t
object to a $1 million program.

But I do want to make the point that this is exactly the direction
in which we want to encourage the States to go, using their block
grants, as childcare will be a new area of employment and a real
opportunity, I think, for people who are coming off of welfare, as
well as a Head Start expansion area for employment. Certification
is important and, as I indicated, South Carolina is already doing
this. I think a number of other States are, too.

CHILD SUPPORT

Senator KOHL. I have one more question.

Madam Secretary, the administration has made good progress on
child support enforcement, collecting a record $1 billion in 1996.
But there are serious problems that still plague the system.

For example, an estimated $60 million has been spent to develop
an automated child support system in Wisconsin, to simplify and
improve collections and disbursements. And yet, all the parties, in-
cluding clerks, enforcement agencies, and parents, still report glar-
ing problems with checks arriving weeks late.

When they do arrive, the checks are often too little or too much.

I imagine you would agree that this is a poor return on a very
large investment. With an October deadline approaching for States’
automated systems to be fully functional, I would like to ask what
you are doing to assist Wisconsin and other States to overcome
these glaring problems, with which I am sure you are familiar.

Secretary SHALALA. Right, I am very familiar with it.

As you well know, we just approved a waiver, which I notified
you about and which you and I had talked about earlier before we
approved it. Wisconsin, in essence, is providing for those who are
on welfare the back child support so that they are going to be up
to date on child support for those families that are currently on
welfare, which is really a remarkable step.

But we are giving extensive technical assistance to the States to
get their computer systems up and going. As you know, that dead-
line was extended for the States because they could not meet the
earlier deadline.

I am crossing my fingers and the States need to pay more atten-
tion. We have been communicating clearly with the States. There
may be some States where I need to pick up the phone and talk
to the Governors and say you need to get on this.

It is in their financial interest to do that. But, more importantly,
if we are asking people to go to work, the minimum we ought to
do is be collecting that child support and doing it accurately.

We are both working carefully with the States and providing
technical assistance. I am happy to continue to report back to the
Congress specifically on that issue.



30

Senator KOHL. I thank you and I want to express my apprecia-
tion to you for the way in which you went out of your way last
week to help Wisconsin set up a particular pilot program that you
pioneered. It is going to be very helpful in Wisconsin.

I do not want to spend money or time here today talking about
it in detail because it would take too much time to explain it, but
I do appreciate your efforts in our behalf.

Secretary SHALALA. Thank you very much, Senator. As you
know, I am no longer recused from Wisconsin.

I gave up my tenured appointment, Senator Harkin, to stay with
all of you, for that opportunity.

Senator HARKIN. Good. I am pleased to hear that.

Secretary SHALALA. So I can now spend time on the Wisconsin
issue.

Senator KOHL. Thank you, Madam Secretary and Mr. Chairman.

Senator SPECTER. Thank you very much, Senator Kohl.

Senator Harkin, our distinguished ranking member, the floor is
yours.

REMARKS OF SENATOR HARKIN

Senator HARKIN. Thank you, Mr. Chairman.

I apologize for being late. I had another hearing I had to attend
to before I came over here, Madam Secretary. Again, I welcome you
here today. Thank you for the great job you are doing. I want to
state that publicly and for the record. It is an outstanding job.

I am delighted to hear that you have given up your tenure and
you are staying here with us.

Have you now broken the record? Are you the longest serving
Secretary of Health and Human Services we have ever had?

Secretary SHALALA. Yes.

Senator HARKIN. I appreciate that. I want to thank you for your
work and your cooperation with this committee in every aspect.

NIH BUDGET

Madam Secretary, there are just a few items that I am really
concerned about.

The President’s budget provided for a 2.6-percent increase for
NIH. This means that right now, 1.9 percent of our GNP will be
spent on nondefense research, compared to 5.7 percent of GNP in
1965.

I think we are going in the wrong direction on NIH research
funding.

As you know, I have worked in the past with Senator Hatfield
and others, and now with Senator Specter, to try to find some dedi-
cated funding sources for NIH. I know you have taken a lead on
it, and whatever we can do to start getting the public aware of this
we just have to do. We cannot continue to go in this direction.

HEAD START

I want just to mention Head Start again. Just prior to this hear-
ing, I was at a hearing on school breakfast and school lunch pro-
grams. Of course, the Head Start Program is a program that pre-
cedes that and gets these kids ready for school. I think we just
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need, again, to think about how we are going to focus more effort
and energy on preschool education through programs like Head
Start.

WASTE, FRAUD, AND ABUSE

But most importantly, I want to thank you and commend you for
the recent successes that you and Inspector General Brown just
had. Last week, it was announced that Medicare would recover
$325 million from a major supplier of clinical lab services that was
found to be double billing and billing for tests that were never per-
formed.

Thank you and keep up the great work. That is good. Go after
them. Get that money back.

Again, I think eliminating the waste, fraud, and abuse is so im-
portant and what you have done there I think is just great.

OXYGEN

Let me ask a question about, again, waste, fraud, and abuse. 1
want to mention oxygen. This subcommittee held hearings in No-
vember 1994 in which it was revealed that taxpayers and bene-
ficiaries are losing hundreds of millions of dollars a year in over-
payments just for oxygen. We found that the Veterans Administra-
tion, which uses competitive bidding, was paying less than half of
Medicare’s payment for oxygen. At that hearing, Mr. Vladeck prom-
ised to initiate a process to try to reduce this excessive rate.

There is general agreement that there is waste here. The Repub-
lican budget plan agreed with my call for a 40-percent reduction.
That is one of the parts of the Republican budget plan with which
I agree. So you can see this crosses lines. This is not a partisan
issue. Everyone agrees that there is a tremendous amount of waste
there.

It is my understanding that the President’s budget does not con-
tain a recommended cut for oxygen because the Department is
planning on moving forward with a reduction administratively
using your inherent reasonableness authority.

But we wait and we wait, and every day we wait we lose another
$1 million. Can you tell us what is going to happen here?

Secretary SHALALA. It is going to happen shortly. We plan to
publish our proposed notice before the next time you talk to me I
hope it will be out. But it will certainly be out shortly. It is cur-
rently being reviewed and we do have our recommendation ready.

Senator HARKIN. When is the next time I am going to talk to
you? [Laughter.]

We just have to move on this.

Secretary SHALALA. I agree, Senator. It will be done.

Senator HARKIN. On the positive side, let me just say that the
President’s budget does include a proposal for competitive bidding
for all part B items. I know you had a hand in that and I com-
pliment you for that. I look forward to working with you on it.

OFFICE OF ALTERNATIVE MEDICINE

Last, while I believe very strongly that we have to increase our
funding for NIH, let me just say that I am greatly disappointed in
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the leadership at NIH in one specific area. In 1991, we started the
Office of Alternative Medicine at NIH. It has had quite a rocky ex-
istence since that time. The goal was to foster the evaluation of al-
ternative or unconventional medical treatments, facilitate the col-
lection and dissemination of information regarding alternative
therapies. It is part of the Office of the Director.

The OAM is one of six special coordinating offices within the Of-
fice of the Director—the Office of Research in Women’s Health,
Rare Disease Research, Office of Dietary Supplements, et cetera.

Now I have tried to work with the leadership at NIH on this in
a reasonable, straight forward manner, knowing that sometimes
things take a little time. But after 6 years I can tell you, Madam
Secretary, that there has been no leadership at NIH in this area.

As I look at NIH’s budget this year, Mr. Chairman, the biggest
cut in the Office of the Director, at his request, is in the Office of
Alternative Medicine. It is the biggest single cut, from $11.9 mil-
lion down to $7.5 million, which is where it was a couple of years
ago. Everything else is either level funded or slightly increased.

NIH DIRECTOR’S DISCRETIONARY FUND

But I will note one other thing for the record. In the Director’s
discretionary fund, he is requesting an increase from $8.4 million
to $10 million.

Senator SPECTER. Senator Harkin, may I interrupt you for just
a moment?

I have to excuse myself for a moment. So when you finish your
round, we will then go to Senator Bumpers. I will be back within
that time.

Senator HARKIN. OK, thank you, Mr. Chairman.

Senator SPECTER. Thank you very much.

Senator HARKIN. For the Director’s discretionary fund, you are
asking for an increase from $8.4 million to $10 million. What is
this all about? Why are they cutting that, when they want to in-
crease the Office of the Director?

I am going to ask, Madam Secretary, that the Director give me
some information. I know he is going to be up here and I see some
of his people here in the audience. I want a full accounting of what
that discretionary fund was used for last year, the year before, and
the year before—every single, solitary penny of it, of that discre-
tionary fund.

Secretary SHALALA. Dr. Varmus will be up here in a couple of
days to go into this in detail. But let me say that we have proposed
to continue funding at the 1996 levels.

What we did with the additional money in 1997 was we initiated
several clinical studies. The out-years for those clinical studies,
which are not reflected in the Office of Alternative Medicine, will
be paid for by the various institutes themselves where those stud-
ies are located.

So I think it is somewhat misleading to look directly at the Office
of Alternative Medicine budget when the out-years are being picked
up in those other institutes. I will leave it to Dr. Varmus to go into
that in some detail.

I think he is willing to take criticism at any time. But I think
in this case they have actually done the right thing. The Office of
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Alternative Medicine initiates the studies, and then the various In-
stitutes actually provide the funding.

I think that you will see reflected in the followups to those actu-
ally a serious commitment to alternative medicine, which I know
that both Dr. Varmus has and certainly the leadership of the De-
partment has.

Senator HARKIN. Well, I will get into that more with Dr. Varmus
when he comes up. But I just wanted you to know, Madam Sec-
retary, since you are his boss. Also I want you to know that I have
followed this since I started it in 1991. My patience is gone and I
am going to ask what clinical trials they have really been engaged
in. I am going to ask, also, what the Office of Alternative Medicine
has done directly.

A meeting was held in my office a couple of years ago and certain
statements were made about the Department, about the Office of
Alternative Medicine actually doing grants out of there to entities
outside of NIH. I don’t know of one that has happened yet—not
one.

The foot dragging in this area has just been abysmal—abysmal.
I will have more to say about that with Dr. Varmus. But I just
thought, since his people were here, that I would give him a heads
up.
But I do want to know for the record where every single penny
of the Director’s discretionary money went last year and for the
last few years, and what that money is being used for, Madam Sec-
retary.

Again, just for the sake of emphasis, we have a real problem
with the Office of Alternative Medicine—a real problem. I intend
to go into it at length with Dr. Varmus when he is here. If it takes
all day I will go into it with him at length—not with you, Madam
Secretary.

Senator Bumpers.

REMARKS OF SENATOR BUMPERS

Senator BUMPERS. Senator Harkin, are there any other Senators
who have not had a chance to ask questions?

Senator HARKIN. I don’t know. I don’t think so.

Senator HUTCHISON [presiding]. I believe you are the next one.

Senator BUMPERS. I'm the only one left then. Thank you.

I just want to ask a couple of questions that I am quite sure have
already been covered. But for my own edification, I will ask them,
though I may be repeating here.

MEDICAID SAVINGS

I think about this Medicaid cut, which has been very troubling
to me.

We are cutting Medicaid. We are capping Medicaid in some way
that I do not understand. But it is supposed to save $22 billion.
But if you add the proposed health initiatives, children’s health ini-
tiatives back in, then the saving is only $9 billion. Is that fair to
say?
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Secretary SHALALA. I think the children’s health initiative is—let
me get the number—yes, $9 billion, that’s correct. The children’s
health initiative is $13 billion. No; it’s not. Excuse me.

Let me have the right sheet, please. [Pause.]

Oh, he has it right.

PER CAPITA CAP ON MEDICAID

Senator, if you would like, I would explain what the per capita
cap does.

Senator BUMPERS. Please.

Secretary SHALALA. First of all, in the Medicaid Program, what
you don’t want to do is to in any way cut off the program from eli-
gible people. The cap was put on as part of the balanced budget
exercise because we need to make sure that we are not increasing
programs beyond what their actual costs are.

In this case, we put a per capita cap on, which means that in
the State of Arkansas, for instance, we will have a cost number for
disabled children, for children that aren’t disabled, for the elderly,
and for adult disabled.

For each of those, Medicaid spends a differing amount of money,
children that are not disabled being the cheapest. So there will be
a growth rate for Arkansas and for every other State, but by cat-
egory and by individual.

The point is to try to introduce some discipline and slow down
the growth of the program but not to slow down the growth by cut-
ting out individuals. If more people are eligible for Medicaid, they
will be allowed to come into the Medicaid Program because they
are eligible. What we are going to do is slow down the actual
growth in spending. But we are going to do it in a pretty sensitive
way because we recognize that if more disabled people come in, the
State is going to be spending more money.

Now you can argue with whether these programs should be
capped or should not be capped. This is a pretty sensitive cap be-
cause it has a growth rate, a cost-of-living plus some medical cost
number on top of it. It does introduce some fiscal discipline into the
program.

Two-thirds of the saving in Medicaid, though, are taken from the
disproportionate share program. For a State like Arkansas, which
gets very little DSH money, it would not be significantly effected.
For some other States that get a lot of DSH money, they would be
affected by the DSH reduction.

That, again, is our attempt to refocus the disproportionate share
hospital payments, by protecting the neediest safety net providers.
But, again, we are indeed trying to get some savings out of the pro-
gram.

CHILDREN’S HEALTH INITIATIVE

Now the children’s health initiative, I would argue, is on top of
this. We did not cut the Medicaid Program and then, on the other
hand, try to reinvest some of the resources. There is not a direct
relationship. We tried to get some discipline in the Medicaid Pro-
gram and then tried to figure out a way in which we could stop
children from losing their health insurance and expand health in-
surance in this country, particularly for children.
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So that is a separate effort.

In the area in which you have provided outstanding leadership,
immunization, getting all of the kids in this country covered will
help us on that overall issue. As you well know, that is the fun-
damental thing that a health insurance program must do.

Senator BUMPERS. Of course I understand precisely what you are
saying. But everything you read, if you can believe it, is that the
President has been so dismayed about the welfare reform proposal
that the children’s health initiative is a simple effort to rectify
some of the wrongs, some of the damage that the welfare reform
bill is doing. That is going to lead me to my next question.

Would we not just be better off to leave Medicaid alone than we
would by cutting it and putting the $13 billion back in?

NON-MEDICAID CHILDREN

Secretary SHALALA. Senator, one of the things that you all did
last year was to separate Medicaid from welfare reform, and eligi-
ble children can continue because we did not block grant Medicaid.

Children that are eligible for Medicaid are eligible for Medicaid
independent of their parents’ work status if they are in that cat-
egory.

The children’s health expansion is for non-Medicaid children for
the most part; 7 million of the 10 million that we are going after
are non-Medicaid children.

What we are trying to get at is working class kids.

Senator BUMPERS. Would you say that again, Madam Secretary.

Secretary SHALALA. On the children’s health initiative, of the 10
million kids that do not have health insurance, 7 million of them
do not now have Medicaid; 3 million are eligible for Medicaid and
are not getting Medicaid. We need to go out and find them.

fSegator BUMPERS. So it is that 7 million that you are going
after?

Secretary SHALALA. Our working-class kids. These are kids
whose parents have jobs.

Senator BUMPERS. They simply have no health insurance?

Secretary SHALALA. They just don’t have health insurance. They
just make too little money, or they are in a job where they cannot
afford the health insurance. I have some people that provide serv-
ices to me. Their employers actually provide health insurance, but
they cannot afford the premiums because their incomes are under
$20,000 a year. They are not eligible for Medicaid and they cannot
afford health insurance.

This is for working class families, for low income workers. Some-
times they have two part-time jobs and they cannot get health in-
surance for their kids.

Senator BUMPERS. I have one additional question, if I may, Mr.
Chairman.

Senator SPECTER [presiding]. I think it would be shorter just to
let you go ahead. [Laughter.]

MEDICAID CAP

Senator BUMPERS. Thank you.
You have made a very good argument against what I perceived
were the facts in this matter. But for a State like mine, which has
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been raising the eligibility limits as best they could—they have
been doing a magnificent job in Arkansas raising the eligibility lim-
its—putting a cap on Medicaid is going to have a chilling effect on
States doing that, isn’t it?

Secretary SHALALA. I don’t think so because it is a per capita
cap; because they would not be penalized if they added someone to
the Medicaid rolls; because they still will get the same amount of
money per person.

Senator BUMPERS. I know, but that is my very point. They are
going to be very reluctant to take on anything that increases the
Medicaid roll because the money is not going to increase, and the
only way they can make up the difference is to cut services for
those who are already on it.

This is not Medicare. You cannot cut Medicare $100 billion and
not cut services.

Secretary SHALALA. Yes; but, again, we are cutting the growth
rate. We think we have put in a growth rate that is good enough
to continue to encourage the States to add people to their Medicaid
rolls. They are going to continue to get the Federal match for the
amount of money they match.

What we are doing is putting a cap on the growth rate in Medic-
aid, and we have put it softly on a per capita basis so that if a per-
son is added in Arkansas, they will continue to get a Federal match
for that and they will continue to have to put in their own money.
But the growth rate is slowed down.

Senator BUMPERS. Thank you, Mr. Chairman.

Senator SPECTER. Thank you very much, Senator Bumpers.

Senator Gregg.

REMARKS OF SENATOR GREGG

Senator GREGG. Thank you, Mr. Chairman.

Senator SPECTER. Senator Gregg, your timing is impeccable. I
thought Senator Bumpers’ was, but you only had to wait 20 sec-
onds, whereas he had to wait 1 full minute.

DSH PAYMENT

Senator GREGG. I have been trained by Senator Bumpers in this.
[Laughter.]

I was wondering if you could talk a little bit about the DSH pay-
ment process. A significant amount of your savings is projected in
that area.

Have you formalized what your plans are in that area?

Secretary SHALALA. Basically, the gross savings from DSH is
about $7.7 billion. What we would like to do is to reduce some of
the DSH money.

In high DSH States, we bring the reduction down a little more
slowly than we do in low DSH States—and I think yours is one of
them—have integrated that money into their whole health care
system. We are squeezing down on the DSH payment.

We are doing some retargeting, asking the States to do so, giving
them some flexibility to target toward safety net providers and
making sure that we are targeting pretty sensitively to those areas
that are really providing safety net services.
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Senator GREGG. You have not decided on a formula then, have
you?

Secretary SHALALA. I don’t think we have. I think we can give
you the outlines of what we would like to do.

Senator GREGG. Is it only $7 billion? There is $22 billion in sav-
ings, is my recollection, in Medicaid, and I thought a high percent-
age was coming from DSH.

Secretary SHALALA. That is the gross.

Senator GREGG. I thought a high percentage of that $22 billion
was coming from there.

Secretary SHALALA. It’s about $15 billion in total, because it is
two-thirds the $22 billion.

Senator GREGG. So it is $15 billion that you expect to get from
the DSH payments?

Secretary SHALALA. Right.

Senator GREGG. Your rate of growth on the per capita payment
is what?

Secretary SHALALA. GDP plus two in 1998, plus one in 1999, into
the year 2000.

STATE FLEXIBILITY UNDER THE CAP

Senator GREGG. What sort of flexibility will you be giving the
States to function under the cap?

Secretary SHALALA. They will have full flexibility to move people
into managed care. They will no longer have to come to us for waiv-
ers, which is the most important flexibility they have been asking
for, to make managed care mandatory. In addition to that, they
will have the authority to redistribute some of the DSH money to
safety net providers. Then we waive the Boren amendment.

It is actually the usual suspects that the States have been asking
for. We have now put it forward as part of this plan.

Senator GREGG. For which I congratulate you.

Secretary SHALALA. Thank you.

Senator GREGG. I also do not personally have a problem with
your cap concept if there is enough flexibility given to the States.
I think that the issue is the flexibility to the States.

Are you giving any flexibility on the individual coverage area rel-
ative to age and issues such as that?

Secretary SHALALA. The States now have tremendous flexibility.
We simply ask them to guarantee the benefit package. Most of
their growth has been in optional benefits, not in adding people to
the basic benefit package.

So they have tremendous flexibility in adding benefits or sub-
tracting benefits, and that will continue to be part of this. As I in-
dicated, most of their growth really has been in these optional ben-
efits that they have added on.

Senator GREGG. You then do not expect to give flexibility in the
area of age, such as the fact that now people have to be covered,
I think it is down to 3 and up to 21, or something?

Secretary SHALALA. No; you know, the last thing you would want
to do is to reduce the number of people who have health insurance
in this country. That is why the children’s health initiative is so
important.
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We have 10 million kids basically left. What you don’t want to
do is to take away with one hand and then add with another hand.

So what Congress passed is I think, we are up to 13, or some-
thing, that States are covering everybody under 13.

Senator GREGG. In what other areas will you not be giving the
States flexibility?

Secretary SHALALA. Well, the basic benefit package. The basic
benefit package is the one area that the States will have to con-
tinue, and fair and equitable treatment, so that they cannot pro-
vide a package to the same category of person in one part of the
States and not in another part of the State.

The sort of fundamentals of the Medicaid Program will continue.
The major thing they have been asking for waivers on, is to move
people into managed care without waivers and the repeal of the
Boren amendment. These are the critical areas so the States can
properly price and pay for certain kinds of services.

FDA BUDGET

Senator GREGG. May I ask you about another area, which is in
FDA? Are you comfortable with taking up that at this time?

Secretary SHALALA. Sure. This committee does not have jurisdic-
tion, but I am happy to answer a question about FDA.

Senator GREGG. It is an area that I am interested in. I notice
that the administration is suggesting I think a 7-percent increase
in budget authority but an 8-percent cut in the appropriated
amounts, with the difference being made up basically on fees that
are assumed by OMB.

1 I Ivlvas wondering if you could tell us how you are going to really
o this.

Secretary SHALALA. Well, as you know, we do have an agreement
with the pharmaceutical industry on fees, and that increase in re-
sources has, in fact, helped us to reduce the turn-around times on
drug approvals. That very much is an industry administration
agreement which has been in place over the last few years.

The new OMB proposal extends that to cover a lot more, and it
is, as you can imagine, quite controversial.

Senator GREGG. There is about a $60 million gap between what
is being suggested we appropriate and what was appropriated this
year for FDA.

Secretary SHALALA. Right.

Senator GREGG. My sense is that it is going to be very hard to
make that up with fees and that there are going to have to be cuts
in FDA activity.

I am just wondering if you folks have a contingency plan for
those cuts if we budget to the appropriated level that you want.

Secretary SHALALA. I think that what Dr. Friedman, the acting
director, will say is that we will work with our Appropriations
Committee on that issue. But, obviously, what the administration
is recommending is a further shift to a fee structure.

Again, we had to make these decisions within the context of a
balanced budget. These are not individual, free-standing. They are
all connected. Senator Specter and Senator Harkin are concerned
about the NIH increase not being sufficient. But we did our best
within the context of having to bring down this budget.
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The same answer I would give for the cap on Medicaid, the per
capita cap on Medicaid. Again, we are working within the context
of a balanced budget.

Senator GREGG. I guess my concern is that this number may end
up being a bit of a plug in that it is probably not going to be a do-
able number. Therefore, either we hammer FDA or else this budget
will be out of balance by about $60 million in that area.

I would be interested in any other suggestions you have for ad-
dressing it as we go down the road.

Thank you.

Senator SPECTER. Thank you very much, Senator Gregg.

Madam Secretary, you have drawn more members than I can
recollect at a hearing, certainly any that I have presided over. We
have had nine members here today, and there are a great many
questions to be asked. We began one-half hour late because you
had the commitment with the President, which is certainly under-
standable. There are a great many more questions to be asked.

I am going to have to excuse myself shortly before noon. What
I would like to do at this point is this. As chairman, there are a
lot of questions which I need to ask which the staff needs to inte-
grate into our budget. So what I will do is ask you the questions,
which highlight what I would like your personal response to, con-
trasted with just submitting questions for the record, which is of
a lesser qualitative level.

My prepared statement differed from yours slightly, Madam Sec-
retary, on the total amount of your department, and I think we
ought to specify for the record that when you cite $376 billion, you
include the Medicare benefits; and when we have used the figure
of $223 billion, that is appropriated entitlements, Medicaid, AFDC,
black lung, matters of that sort; and my $31.7 billion discretionary
for this committee differs from your $34.7 billion because you have
included FDA and the Indian Health Services, which we do not in-
clude.

Let me go over the questions which I would like your personal
attention to on responding.

MEDICARE REIMBURSEMENTS FOR SPECIALITY PROVIDERS

The question of Medicare reimbursements for specialty providers
is an enormous one. HCFA’s plan proposes to cut payments to tho-
racic surgeons by 40 percent, neurosurgeons by 30 percent, and
cardiologists by 25 percent. We would like to get the specifics as
to where HCFA stands.

In order to hold to the January 1, 1998, statutory implementa-
tion date, these proposed regulations have to be issued by May 1
with a final rule by November 1. This gives us a problem on com-
ments. So the earliest you could provide that to us we would really
appreciate.

There is an issue on the medical education carve-out—which I
am now looking for.

Secretary SHALALA. It would be in our Medicare reform proposal.

Senator SPECTER. Looking at the graduate medical education, the
question is how are we going to handle that with so many managed
care providers. We will give you some specific questions on that.
That 1s one which we hear about all the time.
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The issue of Medicaid coverage for attendant care services is a
big one. I sent you a letter on that just a few days ago and I under-
stand that you have not had time to respond to it. I visited a home
where people were in wheelchairs and their requests were very,
very urgent asking that Medicaid provide this kind of service not
in nursing homes but attendants in their own homes. It is hard to
see on the face of the record why that flexibility would not be pro-
vided when it would appear to be much less expensive to provide
them in that context.

I would very much appreciate your specific response on that
question.

[The information follows:]

MEDICAID FOR ATTENDANT CARE SERVICES

Health and Human Services is currently considering attendant service programs
as a policy option. The Robert Wood Johnson Foundation is funding a demonstration
program that should be operational in January 1998. The Department is looking for-
ward to seeing the results of this project for purposes of estimating the cost effec-
tiveness of attendant services. In addition, the President’s Medicaid proposal will
enable States to offer home and community-based care without the need for a
1915(c) waiver. This new flexibility should encourage more States to adopt attend-
ant service programs.

BREAST CANCER ACTION PLAN

Senator SPECTER. I wrote to you on a complicated matter involv-
ing the issue of the action plan back on November 1st of last year
and you have not responded to that. I am concerned because we are
moving through a good part of the fiscal year. I had a very specific
letter from a very distinguished constituent of mine, Frances Visco,
who is a breast cancer survivor and cochairman of the Action Plan
Committee, dated October 10. I had responded to her and sent a
letter to you. We had taken this up with Dr. Klausner. This in-
volves the action plan, where the administration had requested $14
million last year as a carryover from the preceding year,
$14,750,000. We had agreed with the administration’s request.

The action plan includes quite a number of items which are not
covered by the National Cancer Institute, legal and ethical issues
regarding the gene on predispositioned cancer, clinical trials, publi-
cation of the problems, a biological research bank and other cross-
cutting matters, the minority health issue, and the environmental
clusters.

When Dr. Klausner was here, in a rather lengthy exchange we
asked him just how much money he wanted. The funding is in ex-
cess of $400 million now. On this action plan funding we have
about $14,750,000. It seems to me from what I have seen that the
action plan or the alternative crosscutting matters have been very
beneficial. One of the first things I saw when becoming chairman
was the missiles to mammograms, where the CIA had put in $2
million.

As I have had these field hearings on mammograms for ages 40
to 49, there is a big issue of informing women who simply do not
know about mammograms, many more in the African-American
community. Women’s 2000 just had a very good forum a few feet
from where we are in this building.

So I would like you to respond and give us your thinking on that.
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[The information follows:]

BREAST CANCER ACTION PLAN

As Secretary, I am aware of the fiscal year 1997 Appropriations Conference Re-
port language stating that $14.75 million was available in the National Cancer In-
stitute budget to be used to fund the National Action Plan on Breast Cancer
(NAPBC), that this Plan was to be coordinated by the OPHS Office of Women’s
Health, and that the funds were to be used “to implement the Plan’s activities and
other cross-cutting Federal and private sector initiatives on breast cancer.” I am
also aware that the Action Plan’s Steering Committee has recommended that $14
million of the funds in fiscal year 1997 be “returned” to the National Cancer Insti-
tute and used only to fund research on breast cancer.

The Department of Health and Human Services has made breast cancer a top na-
tional health priority and supports a broad range of programs in research, early de-
tection, service delivery, and education. Through its public-private partnerships, the
Action Plan’s efforts to date have been very successful in stimulating the scientific
community to devote more attention to this dreaded disease, and helping to identify
and address gaps in our scientific knowledge and health care policies, in ensuring
consumer involvement, and improving the publics access to critical information
about breast cancer.

As Secretary I intend to meet with the members of the Action Plan’s Steering
Committee before I complete my deliberations on their recommendation as to how
best to use fiscal year 1997 appropriated funds. No final decisions have been made
and of course the Department will keep the Committees informed of our plans. It
is important that we work with the Congress to get the right things done. Our goal
is to ensure that a wide range of public and private organizations continue to get
involved and join together in efforts to eliminate breast cancer and its devastation
to women and their families.

CLONING

Senator SPECTER. Then we have the issue of cloning, which is the
matter where you were with the President earlier today. This com-
mittee had provided that there would be no funding for the cre-
ation of human embryo research. It may be that this committee
will need a hearing on that subject because we do fund to make
sure that there is a legislated determination as to what ought to
be done on the cloning issue.

We may ask you to come back for that one. That seems to be a
matter of enormous importance, enormous public concern at the
moment. The President, of course, has addressed that today.

MARIJUANA USE FOR MEDICINAL PURPOSES

Then there is the issue of marijuana use for medicinal purposes.
The New England Journal of Medicine has called for a revamping
of marijuana laws to allow for medical usage. You have also the Ar-
izona and California initiatives pass, which provides a classic con-
flict between Federal and State.

I think no one wants to legalize drugs, but there is a question
as to where we head in that direction.

Let me deviate from my format and ask you for a response as
to how you are looking at that and how you evaluate the New Eng-
land Journal of Medicine conclusion as to where you see that issue
heading. Is there a way to really have that dichotomy for legitimate
medical purposes without getting into the legalization?

I notice the Attorney General said that she would not prosecute
cases where there was legitimate medical treatment. How do you
view that vis-a-vis a matter for your Department, contrasted with
the Attorney General?
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Secretary SHALALA. Let me say that there is currently no evi-
dence that smoked marijuana has a strong medical use. There is
evidence that some of the properties of marijuana in a pill form,
which has been approved by the FDA, is useful for medical pur-
poses.

We have had, I think, only one application in 10 years. The NIH
has recently convened a group of people to talk about the possibil-
ity of more research in this area, in the area of smoked marijuana.
But what we recently did was convene that panel to see whether
NIH could expand and get more actively involved in research in
this area.

But we have said very clearly what the scientific findings are in
this area, and that is on smoked marijuana there is no evidence
since there has been almost no research in this area and we know
very little about dosage or anything else. We have objected to those
referenda in part because they are not based on any kind of
science.

In our judgment, they were, in fact, using the issue of marijuana
for medical purposes as a cover for the legalization of marijuana.
As you well know, the teenage drug problem in this country is es-
sentially a marijuana problem, and we believe that that does, in
fact, encourage smoking of marijuana by teenagers.

Our research already shows that marijuana harms the brain, the
heart, the lungs, and the immune system. It limits learning, mem-
ory, perception, judgment, and certainly you would not want any-
one driving a car who had smoked marijuana.

Senator SPECTER. Madam Secretary, I do not want to cut you off,
?uicd%re you suggesting that there ought to be more research in this
ield?

Secretary SHALALA. Yes.

Senator SPECTER. Will your Department undertake such re-
search?

Secretary SHALALA. We have, and, in fact, the National Institutes
of Health, after convening its workshop—I'm not sure we have the
final report on that workshop—are looking at the issue of expand-
ing the existing scientific work on smoked marijuana.

NEEDLE EXCHANGE PROGRAM

Senator SPECTER. Let me move on because my time is moving on.
There is a collateral issue where a comment from you I think
would be helpful.

The February 18 report to the committee on studies reviewing
the needle exchange program found:

Overall, these studies indicate that needle exchange programs can have an impact
on bringing difficult to reach populations into systems of care. These studies also
indicate that needle exchange programs can be an effective component of a com-

prehensive strategy to prevent HIV and other blood-borne infectious diseases in
communities that choose to include them.

Here, again, it is a very difficult matter, where we do not want
to promote drug use, beyond any question where there is something
which will stem proliferation of drugs. What do you see as the next
step?

I note that you stopped short of a certification here. What do you
see as a followup to the current status of the matter?
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Secretary SHALALA. Because the NIH convened a panel, they are
going to report to me shortly. Obviously, our summary of these
studi(}els indicates that we have, in fact, made progress on the re-
search.

As you indicated, what the studies do tell us is that needle ex-
changes as a strategy can be an effective component to prevent
HIV and other bloodborne infections. It also tells us that these pro-
grams are good at pulling people into services.

Drug addicts who are out there that need services, the exchange
programs themselves, because they put public health outreach
workers out there, pull people in services.

But the fundamental finding is, as part of an overall strategy to
reduce HIV AIDS, they certainly have been an effective part of that
strategy. On the issue of the impact on drug use, because it is a
social science versus science, it is self-reporting, and many people
believe it is slightly less clear in that area. But I think our fun-
damental point is that communities could be reassured, who have
funded these efforts themselves, that our research is now showing
that as part of their overall strategy they are getting people into
services, and on HIV AIDS the impact is increasingly clear.

The standards that I have been asked to meet are varying, de-
pending on what program in the Department. I am in the process
of reviewing those standards as to what the research tells us.

ABSTENTION PROGRAMS

Senator SPECTER. I have one final question, Madam Secretary,
and that is relating to the abstention programs.

Your testimony is pretty explicit on discouraging premarital sex
among teenagers. You and I will have to talk about your difference
in approach contrasted to what Congress said as to where the ad-
ministration would be, and that is too long a topic to take up now.
But we will have to talk about that.

I have seen a fundamental conflict on education on abstinence,
as to whether it is simply to abstain from sex or providing the al-
ternative of, if you are going to have sex, to have condom availabil-
ity.

Some of the programs go one way and some of the programs go
another way. I would be interested in your answer to the question
about dealing with teenagers, to counsel for abstinence or to give
alternatives.

Secretary SHALALA. I would say two things. First, Mr. Chairman,
we believe that the issue of the nature of health education or sex
education in schools is a decision for the local community—for the
parents, for the school board. The content of those programs are
very much a local community decision based on the values of that
community.

The Federal Government funds, with this committee’s support, in
the welfare bill a substantial amount of the abstinence education
programs. We are in the process of evaluating those. But from
what we know, these are effective ways of preventing teenage preg-
nancy.

Our position is that no teenager ought to be engaged in sex and
no public official ought to be encouraging a teenager, either
through programs or through words, to be engaged in sexual be-
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havior before marriage. We ought to be clear and straightforward
in our messages to teenagers on this subject.

But we do not dictate, nor do we think it is appropriate for the
Department or the Federal Government to dictate the content of
the total health education program in a school. That is a commu-
nity decision. We provide resources on abstinence education. We
also fund some demonstration projects that are local initiatives
that come to us to be funded.

Senator SPECTER. So, if the local community wanted to have the
additional option of condoms, it is up to them?

Secretary SHALALA. It is up to them.

Senator SPECTER. OK. Thank you very much.

Senator Hutchison.

TEACHING HOSPITALS

Senator HUTCHISON. Thank you, Mr. Chairman.

I wanted to go into the teaching hospital issue. This is becoming
a great concern, especially as managed care moves in. We are los-
ing the ability to train our future doctors.

The Health Care Financing Administration has granted New
York a waiver for a demonstration project. But I would like to
know what your thoughts are on how we can address this issue all
over the country and make sure that we do have the ability to train
our physicians, despite the managed care growth movement.

Secretary SHALALA. Thank you, Senator. Your State has some of
the most remarkable teaching institutions in this country and some
of the great academic health centers. We consider them among this
Nation’s most precious possessions.

It does cost more to maintain a great academic health center,
whether it is the Duke University of North Carolina complex or the
four or five Texas complexes.

We believe that the money ought to be carved out. We are now
giving the money directly to managed care, for example. We do not
believe that all that money is being given back to the teaching hos-
pitals. The teaching hospitals have complained to us, often bitterly,
that they are being asked to provide the same kind of discounts
that any other hospital would, even though we have given addi-
tionfll money to organized care to provide for the teaching hos-
pitals.

We believe it is time to carve out those resources and to set them
up in a different fund. Some of your colleagues, Republican col-
leagues, on the House side have suggested that, rather than taking
it out of Medicare, where we have put it, it ought to be a separate,
free-standing allocation, a discretionary allocation, as opposed to
pulling it out of an entitlement program and making it free-stand-
ing.

I think that our view is that it is so important that we get this
done this year. We have moved ahead on one demonstration, as you
noted. We are flexible about how we do it, but we think it should
be done, so that the money is targeted directly to the academic
health centers.

The resources are there in this case. We just have to make sure
that they are carefully targeted, so we maintain these institutions
of such great quality.
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In the case of the New York demonstration, New York has 15
percent of all of the residencies in the country. They came to us
with an application. There are a couple of other States in now.

Hopefully, before we look at other States, we will have an agree-
ment, a bipartisan agreement, on this issue. But let me assure you
that we also have told New York that, whatever the bipartisan
agreement is, the New York demonstration, like the welfare dem-
onstrations, are included as part of that.

Senator HUTCHISON. Well, I certainly think that it is a national
problem and there is a finite number of medical schools that have
these residency and internship programs. So we certainly need and
hope that you will allocate that accordingly and fairly.

Senator SPECTER. Senator Hutchison, may I interrupt you for
just a moment to hand the gavel to Senator Gregg, who is next in
seniority. I will have to excuse myself.

Senator GREGG. I am going to have to leave, too. So please give
it over.

Senator HUTCHISON. I am leaving also. So, Senator Faircloth will
be the last one here.

Senator FAIRCLOTH. And I am leaving soon, too, after just a few
questions.

Senator SPECTER. Well, may I hand you the gavel, then, Madam
Secretary.

Senator GREGG. I think the Secretary would be happy to have us
all leave. [Laughter.]

Senator HUTCHISON. We can handle this, Mr. Chairman.

Senator SPECTER. Well, we have established the priority.

Let me thank you, Madam Secretary. This is a very, very lively
session with many members here, showing the importance of these
issues. There will be, as there always is, tremendous followup
among members with you, me to you, Senator Harkin and you, and
our staffs to staff as we work through this very complicated budget
on these matters that are of such priority. We have so many prior-
ities that it is very, very difficult. Of course, it goes over into edu-
cation, labor safety, and the Labor Department. But we will work
it out, again.

We thank you for your cooperation and your great contribution.

Secretary SHALALA. Thank you very much, Senator, and thank
you for the opportunity. I look forward to working with all of you
over the next 4 years.

Senator SPECTER. Thank you.

DISPROPORTIONATE SHARE HOSPITALS

Senator HUTCHISON [presiding]. Madam Secretary, I just have
one other comment. It is this.

I, like Senator Gregg, am very concerned about the policies that
would be following on the disproportionate share issue. This is
something that many States have used for serving the underserved
populations. I hope that your policies will be very careful to under-
stand that.

When you have those ready, I hope that you will give us a
chance, before everything is in concrete, to comment on those. Is
that your plan?
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Secretary SHALALA. We would be happy to come and talk to you
about that. Our goal is to make sure the disproportionate share
money goes to hospitals that are safety net hospitals.

Frankly, within the context of a balanced budget, I think we
have fairly treated the Medicaid Program. It is, in fact, in the enti-
tlement programs, as you well know, where we have to slow down
the growth.

I think we have done this very carefully. But we, of course, look
forward to working with Congress with both parties in working
through this issue.

Senator HUTCHISON. Let me just say that I served on the board
of Parkland Hospital in Dallas, which is one of those that, frankly,
gets dumped on by all of the other hospitals in the area because
the others will refuse to serve those people. So Parkland does it be-
cause that is its mission.

We have others around our State and certainly around our coun-
try. But I want to make sure that those hospitals are able to con-
tinue giving that service because they are performing a function
that, if they were not there, these people would be really in a hard-
ship situation. We have done everything possible to get the other
hospitals or the communities to pay for the service that is given.
But what we cannot lose is that safety net in the hospitals that are
doing that.

Secretary SHALALA. Senator, I share your view on Parkland.
They have a nationally recognized emergency care service, in par-
ticular. We will do everything we can to protect those truly safety
net institutions.

Senator HUTCHISON. Thank you.

Senator Faircloth.

LOSSES FROM FRAUD AND WASTE

Senator FAIRCLOTH [presiding]. Thank you.

Madam Secretary, I will not delay your lunch.

I had a quick followup to an earlier question and you answered
it quite extensively. The General Accounting Office estimates up to
$20 billion in losses. What I would like for you to do is to give me
an estimate of what we can expect to lose next year from fraud and
waste.

Secretary SHALALA. I think the only real number we have is the
GAO study. But in our reform proposals, the waste in the system,
where we should not have to pay, is part of the reform proposals.

Do we have the Medicare reform list?

Let me give you one specific example. Right now, on home health
care, which is very heavily used in the Southeast, in your part of
the country, we pay a home health care provider, a company, ac-
cording to where their corporate headquarters is located, not ac-
cording to where the service is provided.

Now there is a quirk in the law that allows the home health care
business to bill us from their corporate headquarters. We pay on
the basis of what the average salaries are. So locating your cor-
porate headquarters in a larger city is in the interest of that com-
pany, even though the service could be provided in a rural area.
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We need to pay them in the rural area. That is waste, as far as
I am concerned. It is not fraud. They are simply taking advantage
of a loophole in the law.

Throughout our modernizing proposal, we go after exactly that.
That is what the inspector general and the GAO has been con-
cerned about.

Senator FAIRCLOTH. Where are most of them located, in Palm
Springs or Newport?

Secretary SHALALA. No; I think it is Atlanta and in larger metro-
politan areas.

Senator FAIRCLOTH. Well, that’s it.

Secretary SHALALA. That’s an example of waste in the system
that we take care of.

Senator FAIRCLOTH. I understand that. I would like for someone
in your staff to send me a letter estimating what they expect it to
be next year, and I would be back to talk to them about it.

Secretary SHALALA. Fine, sir.

Senator FAIRCLOTH. I just want a figure.

[The information follows:]

ESTIMATED COST OF HEALTH CARE FRAUD

The Office of Inspector General has never estimated the extent of health care
fraud in our programs. The General Accounting Office issued a report which stated
“estimates vary widely on the losses resulting from fraud and abuse, but the most
common is 10 percent.” We have used that estimate as a guideline for our projec-
tions of fraud in the Medicare and Medicaid program.

Health care expenditures represent nearly 15 percent of our national output. We
know the vulnerabilities within the health insurance system allow unscrupulous
health care providers, including practitioners and medical equipment suppliers to
cheat health insurance companies and Federal programs out of millions of dollars
annually.

SURGEONS AND MEDICARE

Senator FAIRCLOTH. The next one is this. The cut on surgeons—
and I am supportive of any cuts. But for heart by-pass surgeons it
is about 44 percent. Some of them are saying it is not feasible to
treat Medicare patients.

Is there any possibility that this would lead to inferior care? Is
that an unwarranted assumption?

Secretary SHALALA. I don’t think so. In general, Medicare is now
the best payer.

When I first came here to testify 4 years ago, Members of Con-
gress said to me that they knew of hundreds of doctors who were
going to move away from Medicare. Because the HMO’s have got-
ten such severe discounts, we now are a much better payer. What
we are trying to do is to bring our growth rate somewhere near the
private sector growth rate for health care as a way of introducing
some discipline in the system.

As a result, we do a number of different things in the Medicare
Program, again, trying to get entitlements under control. But, in
general, we have been a much better payer over the last couple of
years than the private sector has been and the corporations, be-
cause they have negotiated such deep discounts with their man-
aged care agencies.
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Senator FAIRCLOTH. If I am not mistaken, we have turned out a
lot of doctors, so there is not exactly a shortage of doctors ready
to do most any procedure that is out there.

Secretary SHALALA. That’s correct. But in the case of surgeons,
they have been very disciplined by the number of residences and
they have done a good job, I think, in keeping down the number
of residencies.

The truth is that, as the private sector squeezed down on health
care growth, as the public sector squeezed down, people just are
not going to make as much money as they used to make. We have
to make sure that we pay a reasonable price for high quality care,
and if the surgeons are concerned that they won’t be able to pro-
vide high quality care, I would be happy to carefully look at that
information. But I think that what we have done is tried at the
same time to protect quality as part of our overall Medicare cost
savings.

ADDITIONAL COMMITTEE QUESTIONS

Senator FAIRCLOTH. Madam Secretary, that is all I have. But 1
do have some questions from several Senators and I would like to
submit those for the record. If you would, please see that they are
attended to and answered.

[The following questions were not asked at the hearing, but were
subl]nitted to the Department for response subsequent to the hear-
ing.

ADDITIONAL COMMITTEE QUESTIONS

HUMAN CLONING

Question. Madam Secretary, the news that scientists have discovered the ability
to clone adult sheep is troubling, especially when the possibility exists that human
beings might also be cloned someday. The President announced that the National
Bioethics Advisory Board will be investigating the legal and ethical issues associ-
ated with genetic cloning and asked the Board to issue a report in 90 days. Given
the enormous scope of the questions and implications of this technology, will a re-
port done in just 90 days be adequate?

Answer. A report developed within 90 days by the National Bioethics Advisory
Commission should be sufficient to guide near-term policy making and to establish
a valuable framework for further, more detailed review and public dialogue.

Question. Language contained in this subcommittee’s bill prohibits your Depart-
ment from funding human embryo research. Is this language sufficient to cover re-
search involving cloning of human individuals?

Answer. The current Appropriations language prohibiting the Department of
Health and Human Services from funding human embryo research does not cover
all imaginable research involving cloning of human individuals. For example, the
Appropriations language does not explicitly cover (a) all federal agencies or (b)
human embryos created for implantation in a woman with the intent of establishing
pregnancy and conceiving a child—whether the embryos be created by conventional
in vitro fertilization techniques or by other means such as nuclear transfer (i.e.,
transferring the genetic material of one cell into an egg cell from which the genetic
material has been removed), an early step in the process used by the Scottish sci-
entists in cloning sheep. President’s Clinton’s action on March 4, 1997 to prohibit
Executive Branch agencies from funding the cloning of human beings was designed
to fill these gaps.

Question. If not, do you support legislation prohibiting funding for research involv-
ing human cloning?

Answer. I believe that legislation to prohibit funding of research involving human
cloning would be premature. Once the National Bioethics Advisory Commission has
completed its assessment of the pertinent issues, the Congress and the Executive
Branch both should be better positioned to determine whether specific new legisla-
tion is needed and, if so, to define its scope and content.
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Question. NIH recently discovered that a Georgetown University researcher was
conducting human embryo research with NIH funds in violation of the prohibition
in the Labor, HHS and Education Appropriations bill. That researcher lost his NIH
grant and eventually resigned from Georgetown. I am troubled that there are people
who could evade a ban on cloning research and conduct rogue research. Now that
this technique has been published in the scientific press, do you believe there ought
to be a comprehensive ban on human cloning to include privately funded research?

Answer. 1 believe that a comprehensive, statutorily mandated ban on human
cloning, including privately funded research, would be premature at this time. The
National Bioethics Advisory Commission should first be given the opportunity to
complete its assessment of the relevant issues. In addition, because of Constitutional
limitations, federal statutes alone may not be able to cover all private sector activi-
ties that involve cloning. State legislation may be required as well.

Question. Is it inevitable, given the power of this technology and how easily it can
be disseminated, that someone will attempt to clone a human being?

Answer. I feel confident that strong leadership by the President and the Congress
will do much to ensure that scientists within the United States do not undertake
cloning efforts that are scientifically unjustified and ethically unacceptable. How-
ever, as much as I would hope otherwise, I cannot rule out the possibility that, with-
in the next decade, someone will attempt to clone a human being.

Question. The authorization of the National Bioethics Advisory Board will be ex-
piring this October—do you think the Board will have enough time to consider the
major important issues?

Answer. I feel confident that, by the fall of 1997, the National Bioethics Advisory
Commission will have additional findings and recommendations pertaining to the
key issues associated with the prospect of cloning humans. Furthermore, I expect
that the Commission will have important findings and recommendations about two
other topics: (a) the implementation, across 16 federal agencies, of the so-called
“Common Rule” for protection of human research subjects, and (b) the implications
of the rapidly emerging genetic-testing technology for the way health-care providers
obtain and use human-tissue samples.

Question. Cloning technology, whether for better or for worse, will be here to stay.
Do you believe the National Bioethics Advisory Board ought to be made permanent?

Answer. The concept of a continuing, high-level advisory group to address complex
issues in bioethics has much to commend it. I look forward to working with Presi-
dent Clinton in assessing how best to ensure that policy-making within the Execu-
tive Branch that involves bioethical concerns is supported by relevant data, thor-
ough analyses, and sound recommendations.

MEDICARE REIMBURSEMENT FOR SPECIALTY PROVIDERS

Question. It has come to my attention that HCFA is planning to change the meth-
od for calculating Medicare reimbursements to physicians. As I understand it, the
new system for calculating overhead costs, or “practice expenses,” could result in
very drastic changes in payments to physicians. For example, HCFA’s plan would
cut payments to thoracic surgeons by 40 percent, neurosurgeons by 30 percent, and
cardiologists by 25 percent. Yet, the proposal also would increase payments by simi-
lar amounts for other providers, such as, dermatologists, rheumatologists, and po-
diatrists. What is the justification for such drastic changes in proposed reimburse-
ment rates?

Answer. We note that changing the method for calculating practice expense por-
tion of physician payments was mandated by Congress in the Social Security Act
Amendments of 1992 and by Congress in the Social Security Act Amendments of
1994. Many of the hospital-based surgical specialties are startled by the magnitude
of the reductions in their payments under the preliminary options. For example, as
you indicated, the reductions in total payments to cardiac surgeons, thoracic sur-
geons, vascular surgeons and neurosurgeons under the preliminary options are in
the 20 percent to 40 percent range. We must emphasize that these options are still
preliminary options. We are exploring other options for allocating indirect costs. We
would note, however, that the simulations of impacts we distributed to physicians
are consistent with earlier studies by the Physician Payment Review Commission,
completed in 1992 prior to passage of the resource-based practice expense legislation
by Congress.

Question. What effect do you estimate shifts in reimbursement of this magnitude
will have on the delivery of services to Medicare beneficiaries?

Answer. Changes in payments at the beginning of the Medicare physician fee
schedule were large, yet no adverse impact on access to care was detected. Medicare
assignment and participation rates are at all time highs. Further, we must empha-
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size that the options and methodology are proposed, not final. As we consider fur-
ther options and methodology, we will carefully consider the impacts on beneficiary
access.

Question. In order to hold to the January 1, 1998, statutory implementation date,
I understand that proposed regulations will have to be issued by May 1 of this year
and a final rule by November 1. Given the fact that HCFA halted its survey of phy-
sician practices in favor of unspecified alternative methodology, how can Congress
be assured that the new approach fairly recognizes what it costs providers to deliver
services in both the office and hospital settings as Congress intended?

Answer. The data we are using are the best available. The survey, canceled be-
cause of unacceptably low response rates, might have provided more complete data
on indirect costs of physician practices, had it been successful. However, the survey
would have been only one of the data sources that HCFA would have considered
for measuring and allocating indirect costs. The AMA Socio-economic Monitoring
System data that we are using as a source of the aggregate direct and indirect cost
information was always a viable option. Regardless of the data source, however, we
would still have to design a method for allocating these costs to individual proce-
dures. No universally accepted method for allocation exists, and we would still be
faced with the need to determine which method to use.

HCFA has long supported the use of expert panels for Medicare fee schedule is-
sues. We believe the use of such methods 1s valid and credible. We have repeatedly
used panel methods for refinement of relative values for work. The Clinical Practice
Expert Panel (CPEP) process was designed with the input of the medical societies.
Nominees were solicited from specialty societies and societies submitted 100 nomi-
nees. There were over 150 participants in each of the two rounds of the CPEPs. In
addition, specialty societies provided their own data and were present for consulta-
tion at the CPEP meetings.

We have also specifically asked the specialty groups to review carefully the Abt
CPEP data and provide us with comments. We have conducted some “gross” inter-
nal checks on the CPEP data that confirm the general validity of the data. We
would also emphasize that during the second round of the CPEPs, Abt added panel-
ists with more specialized knowledge of certain codes.

Question. How will there be adequate time for review and comment to arrive at
a meaningful final rule?

Answer. HCFA provided public access to the preliminary data for the practice ex-
pense fee schedule development by hosting a meeting on January 22, 1997. At that
meeting we presented the data resulting from the Abt Associates contract and our
preliminary projections for selected alternative practice expense fee schedules. In
addition, we asked the physician groups to respond within two weeks, that is by
February 5, to provide us with comments on the proposed methodologies and other
specified issues that we agreed to consider in developing the proposal. Almost all
the specialty groups have said that this time frame is too short, particularly with
respect to review of the Abt data.

Actually, we have given the specialty groups far more than two weeks to comment
on proposed methodologies. We are continuing to have open communication with all
organizations as we develop the NPRM which is expected to be published in May.
Following publication of the proposed rule there will be an additional 60 days for
comment. Thus, in making this available prior to an NPRM we extended to nearly
six months the period of time that medical organizations could analyze and provide
input into the process.

NATIONAL ACTION PLAN ON BREAST CANCER

Question. I wrote you on November 1st of last year regarding the need to resolve
promptly the controversy that has arisen regarding funding for the National Action
Plan on Breast Cancer. What action have you taken regarding this matter?

Answer. The fiscal year 1997 Appropriations Conference Report stated that
“$14,750,000 shall be used to fund the National Action Plan on Breast Cancer. Suffi-
cient funds have been provided within the NCI for this expenditure. The conferees
further agree that this plan shall be coordinated by the PHS Office on Women’s
Health and shall be used for implementation of the plan’s activities and other cross-
cutting Federal and private sector initiatives on breast cancer.” However, the
NAPBC Steering Committee voted on November 7, 1996, to recommend to me
“ % % that $14 million of its $14.75 million fiscal year 1997 appropriation be re-
turned expeditiously to the National Cancer Institute for breast cancer research.”
Of the $14.75 million, $750 thousand was approved by the Steering Committee to
support administrative costs for the NAPBC incurred by the OWH, and these funds
were transferred from NCI to the OWH. Since the Steering Committee’s rec-
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ommendation, I have asked the NCI and the OWH to develop a proposal of activities
that reflect the broader interests in breast cancer issues that I share with the Ap-
propriations Committees. The OWH and NCI have identified 16 activities (see at-
tached proposal) to be supported by fiscal year 1997 funds. These activities build
on the accomplishments of the NAPBC, further priority initiatives of NCI and the
OWH, and address a broad range of critical breast cancer issues. Accordingly, an
additional $3 million will be transferred to the OWH specifically to support innova-
tive, cross-cutting projects on breast cancer developed by diverse agencies of the
Federal government, with an emphasis on public/private sector partnerships. The
remaining $11 million will be spent by the NCI to begin or expand the other breast
cancer research and collaborative initiatives.

Question. Why has it taken so long?

Answer. I met with the NAPBC Steering Committee to hear first hand the basis
for their recommendation. After this meeting, I directed the OWH and NCI to iden-
tify breast cancer initiatives that reflect the broader interest and intent of the Ap-
propriations Committees. The OWH and NCI have been refining initiatives to be
supported by these funds to ensure that critical issues in breast cancer are being
addressed and that activities supported by these funds will bring rapid progress in
our fight to eradicate this disease.

Question. What do you view as the role of the Plan and whether the Steering
Con})mittee should move ahead with identifying additional areas of priority for ac-
tion?

Answer. The NAPBC serves a unique role as a catalyst for action, bringing to-
gether public and private sector partners to ensure a unified and focused effort to
eradicate breast cancer. The NAPBC’s role in stimulating action to fill gaps in our
efforts is critical. The Steering Committee of the NAPBC is currently examining
whether to add new priority areas to the Plan, and I expect to receive their rec-
ommendations along with a proposed fiscal year 1998 budget by the end of June.
They continue to make substantial progress in addressing the six priorities identi-
ﬁec%1 fgur years ago and have numerous accomplishments to their credit (see at-
tached).

ATTACHMENT 1
BREAST CANCER PROPOSAL

Activity 1: Cancer Genetics Network (CON)—$1 million.—The Cancer Genetics
Network (CON) will serve as a dynamic informatics and research infrastructure
linking institutions that test individuals for hereditary cancer susceptibility as well
as provide counseling and interventions to prevent cancer in these individuals. Re-
search projects will be funded to achieve the CON objectives to: (1) develop and dis-
seminate high-quality information about genetic susceptibility and testing; (2) de-
velop and assess approaches to informed decision-making, counseling, and labora-
tory testing procedures; (3) collect and pool data linking specific mutations with
phenotypes; and (4) enhance participation in cancer genetics research. The NCI will
serve as the lead agency for this activity in collaboration with the PHS OWH.

Activity 2: Breast Cancer Genome Anatomy Project (C-GAP)—$1 million.—The
goal of the Breast Cancer Genome Anatomy Project is to scan a human tumor for
all the genetic alterations present in it and to develop clinical tools that will be of
direct use in making diagnoses, estimating prognosis, and selecting treatments for
patients with breast cancer. Projects will be supported to prepare cDNA libraries
from tumor cells and to develop sensitive, accurate, and economical high-throughput
technologies to use for scanning tumors. The NCI will serve as the lead agency for
this activity in collaboration with the PHS OWH.

Activity 3: Clinical Trials Partnership on the World Wide Web—$200,000.—Funds
will be provided to enhance the NCI Physician Data Query (PDQ) system to estab-
lish a national resource of user-friendly descriptions of breast cancer clinical trials.
The NAPBC has conducted a workshop to begin to address the broader issue of the
need for integration of the numerous different sources of information about clinical
trials, including trials sponsored by pharmaceutical companies, hospitals, CROs and
the government. PDQ was identified as one of the more credible existing repositories
and support will be provided to enhance this system to establish a central repository
of user-friendly cancer clinical trials information. The NCI will serve as the lead
agency for this activity in collaboration with the PHS OWH.

Activity 4: New Approaches to Breast Cancer Imaging—3$3.5 million.—Ongoing ef-
forts to explore the application of imaging technologies from the intelligence, defense
and space fields to improve the early detection and diagnosis of breast cancer will
be expanded and broadened to hasten the clinical application of newly developed
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and experimental breast imaging techniques and to foster collaborations between
imaging scientists in other fields and investigators in molecular and cell biology, on-
cology, and radiology. The PHS OWH and NCI will jointly lead this activity.

Activity 5: Federal Coordinating Committee on Breast Cancer Supplement Pro-
gram—$3 million.—The Federal Coordinating Committee on Breast Cancer
(FCCBC) is in a unique role to mobilize all federal agencies to address issues in
breast cancer, to identify areas of overlap and gaps in our federal approach, and to
identify areas in need of additional resources. Support will be provided to complete
a searchable, Internet-accessible gateway to information about federal breast cancer
programs. Using the searchable gateway of Federal breast cancer initiatives, the
FCCBC will identify research, education, policy and service delivery gaps in current
federal breast cancer efforts. Based on these gaps, support will be provided for a
supplement program for DHHS agencies and other Federal departments for innova-
tive, cross-cutting projects on breast cancer, including an emphasis on public/private
sector partnerships. The PHS OWH will serve as the lead agency for this activity.

Activity 6: Minority Breast Cancer Initiative—$2 million.—Collaborative activities
will be supported to address research, service delivery, and education issues related
to disparities in breast cancer incidence and mortality among women of color. Spe-
cifically, a workshop and related scientific reviews will be conducted to assess cur-
rent knowledge of potential differences in tumor biology among minority groups and
the potential implications for cancer prevention, control and treatment and to de-
velop specific recommendations for future research initiatives. Additionally, edu-
cation 1initiatives will be designed and conducted specifically targeting minority
women to stimulate increased mammography screening, especially for older women
and women at risk, utilizing public/private sector partnerships. Finally, a workshop
will be conducted to identify barriers to the effective translation of intervention re-
search and to provide specific recommendations for actions to address these bar-
riers. The PHS OWH will serve as the lead agency for this activity in collaboration
with the NCIL.

Activity 7: Communicating Risks and Benefits about Cancer and Cancer Control—
$500,000.—Risk communication is becoming increasingly critical to efforts to respon-
sibly inform the public and health care providers about the benefits and potential
risks of various cancer treatments and preventive behaviors. Based on information
from a literature review and market research a workshop will be conducted to for-
mulate specific recommendations about how to better communicate risks in the con-
text of cancer treatment and control, and to define future research needs in the
area. The PHS OWH will serve as the lead agency for this activity in collaboration
with the NCI, through its Office of Cancer Communications.

Activity 8: Collaborative Research on Hormones, Hormone Metabolism and Breast
Cancer—3$500,000.—NCI, working in collaboration with the CDC, will address re-
search needs identified at the NAPBC Etiology Working Group conference on hor-
mones, hormone metabolism and breast cancer. Specifically, support will be pro-
vided for research to develop better (more sensitive, more specific, more reproduc-
ible, faster, less invasive, and less expensive) analytic methods for measuring ster-
oid hormones and their metabolites in body fluids and tissues which could be ap-
plied to large scale epidemiologic studies and validation/reproductivity studies of
new and existing assays. The NCI will serve as the lead for this activity in collabo-
ration with the PHS OWH.

Activity 9: Establishment of a Working Group on Environmental Clusters of Breast
Cancer—$250,000.—A national working group involving Federal and state rep-
resentatives, consumers, health care professionals and researchers will be convened
to evaluate data concerning breast cancer clusters, to determine whether they are
real or artifactual, to examine potential causative factors, and to develop mecha-
nisms to further investigate the reported higher incidence of breast cancer in certain
areas of the country. The PHS OWH will serve as the lead agency for this activity
in collaboration with the NCI.

Activity 10: Alternative Medicine and Breast Cancer Workshop—$200,000.—In-
creasingly, women are using alternative medicine approaches for treatment of
breast cancer. A review of current literature and issues in the use of alternative
medicine for breast cancer and a workshop on the use and effectiveness of alter-
native medicine interventions among breast cancer patients will be conducted. The
workshop proceedings will provide the foundation for identifying further education
and research initiatives. The PHS OWH will serve as the lead agency for this activ-
ity in collaboration with the NCI and the NIH Office of Alternative Medicine.

Activity 11: Adiposity, Physical Activity and Breast Cancer Workshop—$150,000.—
A workshop will be supported to set a research agenda on the role of diet, obesity,
and physical activity in breast cancer etiology and recurrence. A special focus will
be placed on Asian immigrant and Asian American women in considering the basis
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for variations. The PHS OWH will serve as the lead agency for this activity in col-
laboration with the NCI.

Activity 12: Prophylactic Mastectomy and Prevention of Breast Cancer—
$150,000.—A research workshop will be supported to review available data on the
effectiveness of prophylactic mastectomy in the prevention of breast cancer and po-
tential policy implications. The results of this workshop may lead to future research
initiatives and public and health care provider education strategies. The NCI will
serve as the lead agency for this activity in collaboration with the PHS OWH.

Activity 13: Breast Cancer Risk in Female Flight Attendants—$250,000.—Ongoing
studies at the National Institute of Occupational Safety and Health (NIOSH) of en-
vironmental exposures, including exposures to cosmic ionizing radiation, in airplane
cabins and disruption of circadian rhythms that may alter endogenous hormone lev-
els, thereby influencing breast cancer risk in populations with high exposures will
be supplemented. This supplement will assess increased breast cancer risk among
female flight attendants to provide the foundation for follow up studies that will
evaluate sources of risk and the impact of certain exposures on hormone levels, pro-
viding important clues about potential increased risk of breast cancer among flight
attendants, female frequent fliers, radiation workers, and women who work nights
or rotating shifts. Funds will be transferred to NIOSH for conduct of the study.

Activity 14: Reproductive Status, Hormone Levels, and Breast Cancer Conference—
$250,000.—Significant changes in reproductive patterns, such as delaying childbirth
and having fewer children, as well as increasing use of hormone replacement ther-
apy among the growing elderly population of women in the United States is raising
a large number of unanswered questions about reproductive status, hormone levels
and breast cancer risk. These will be addressed at a research conference to assess
what is known about the role of these factors in the development of breast cancer
and the changing patterns of breast cancer incidence and mortality in the United
States. The PHS OWH will serve as the lead agency for this activity in collaboration
with the NCI.

Activity 15: Silicone Breast Implant Rupture Study—$200,000.—Ongoing collabo-
rative studies by the NCI and Food and Drug Administration (FDA) are addressing
problems of symptomatic rupture of silicone breast implants often used in recon-
structive surgery for breast cancer patients. Rupture of silicone gel breast implants
may be one of the most prevalent complications associated with breast implants,
however, current prevalence estimates vary considerably across studies. This sup-
plement will estimate the level of symptomatic rupture which has resulted in
explant, rupture of implants explanted for other reasons, and silent rupture of im-
plants which may have occurred. This study will allow more accurate determination
of the total rupture rate of silicone breast implants, both symptomatic and silent.
g\CNIHWiH be the lead agency for this study in collaboration with the FDA and PHS

Activity 16: Breast Cancer Survivorship Initiatives—$250,000.—The new NCI Of
lice of Cancer Survivorship has held a series of planning activities and workshops
to identify and prioritize future initiatives on the medical, psychosocial and eco-
nomic issues for cancer survivors and their families. Support will be provided to fur-
ther explore specific medical and psychosocial aspects of breast cancer survivorship
and potential initiatives to address identified needs. The NCI will serve as the lead
agency for this activity in collaboration with the PHS OWH.

Question. Are there priority areas beyond the six currently identified by the Steer-
ing Committee that should be pursued in the future?

Answer. Among the activities proposed by the OWH and NCI to be supported with
fiscal year 1997 funds are a number of critical priorities including: (1) minority
health issues and breast cancer, including differences in tumor biology and special
issues in prevention and education; (2) genetic susceptibility to breast cancer, and
(3) continued refinement and development of new imaging technologies and treat-
ment strategies.

Question. How much does your budget recommend spending on the Action Plan’s
Activities in fiscal year 19987

Answer. A specific amount has not been earmarked for the Plan for fiscal year
1998. I have asked the NAPBC Steering Committee to bring the Plan into the same
budget cycle as the rest of the Department, so that funding requirements can be
coordinated with the DHHS and the Congressional appropriations process. The
Committee is currently in the process of doing this, and will forward their request
for fiscal year 1998 to me by this summer.

Question. How much was expended on the Plan’s activities in Fiscal year 1996
and how was it spent?

Answer. The Plan spent $10 million in fiscal year 1996. These funds were spent
on Working Group activities, highlights of which include:
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—Funding the second year of the NAPBC grant program ($3.5M).

—Funding a support contract that will ensure the availability of needed technical
and logistical support for Program activities ($3.5M).

—Funding a series of Working Group initiatives ($2.8M), including, for example:

—Developing an educational curriculum on hereditary susceptibility for health
care providers.

—Evaluating the need for and beginning the establishment of a tissue bank for
research.

—Conducting a workshop on Hormones, Hormone Metabolism, Environment and
Breast Cancer and initiating development of meeting proceedings.

—Initiating development of a breast cancer core questionnaire that will provide
consistent data and enable meta analysis of survey data, thus providing suffi-
cient power to address some of today’s toughest questions about the causes of
breast cancer.

—Additionally, the NCI provided support for research activities they identified to
be related to Plan priorities ($4.9M)

Question. How much do you estimate spending in fiscal year 1997 and for what

purpose?

Answer. Of the total $14.75 million available through the fiscal year 1997 appro-
priation, $14 million will be spent for the 16 breast cancer research projects identi-
fied by NCI and the OWH and for continuing obligations of the NCI. We also antici-
pate that we will spend approximately $750 thousand of fiscal year 1997 funds on
coordination of Plan activities conducted this year.

MEDICAID COVERAGE OF ATTENDANT CARE

Question. Under Medicaid, all states are mandated to provide institutional nurs-
ing home care for eligible persons, but community-based attendant services are only
a state optional service. Would you support legislation to require all states to de-
velop attendant service programs for disabled persons of all ages as alternatives to
nursing homes?

Answer. HHS believes that attendant service programs might be able to help re-
duce Medicaid costs. The Department is currently examining this policy option, and
there will be a recommendation in the future.

Question. Has your Department developed estimates on whether cost savings
could be achieved by getting people out of nursing homes and into home-based care?

Answer. No, HHS has not developed a cost savings estimate for this policy.

Question. Would you be willing to create a Personal Attendant Services Task
Force, consisting of members from State Planning councils, Independent Living
Councils, and Aging councils, to look at such issues as financing and eligibility
standards?

Answer. HHS is currently considering attendant service programs as a policy op-
tion. The Robert Wood Johnson Foundation is funding a demonstration program
that should be operational in January 1998. The Department is looking forward to
seeing the results of this project for purposes estimating the cost effectiveness of at-
tendant services.

JANUARY 30 LETTER ON MEDICARE PROPOSALS

Question. On January 30th, I wrote you a letter encouraging your support for
carving out graduate medical education payments to Medicare managed care provid-
ers and for making provider sponsored organizations (PSO’s) eligible to contract
with Medicare for managed care services. Both of these proposals were brought to
my attention during meetings with health care providers in Pennsylvania. Although
you have not yet responded to my letter, I note that the President’s budget proposes
carving out graduate medical education. Would you clarify the President’s proposal
in this area?

Answer. Under the President’s proposal, payments for IME, GME, and DSH
would be carved out of the local payment rates over a two-year period (50 percent
in 1998; 100 percent thereafter) and provided directly to teaching and disproportion-
ate share hospitals for managed care enrollees and to entities with recognized teach-
ing programs.

This policy would guarantee that payments designed to compensate hospitals for
conducting teaching programs and for caring for the neediest citizens are made di-
rectly to such hospitals for managed care enrollees. The carve out does not represent
a reduction in payment for managed care enrollees.

—Managed care plans can consider these funds available to such hospitals when

they negotiate their rates.
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—A current law provision that requires non-contracting hospitals to accept the
Medicare DRG amount as payment in-full would be modified to require non-con-
tracting hospitals to accept the DRG amount, minus the IME/GME/DSH carve-
out, as payment in-full.

Question. What have you done with regard to provider sponsored organization?

Answer. Under the Administration’s proposal, Medicare beneficiaries could enroll
in a new type of managed care plan, provider sponsored organizations (PSOs). The
1995 Balanced Budget Act also permitted Medicare beneficiaries to enroll in PSOs.

PSO’s would be held to all of the same standards as existing HMO’s related to
quality, access, marketing, beneficiary liability, benefits, and appeals and griev-
ances.

Because of differences between the PSOs’ and HMOs’ delivery systems, PSOs
would be subject to special standards in two areas—(1) fiscal soundness and sol-
vency and (2) private enrollment requirements (e.g., 50/50 rule and minimum pri-
vate enrollment requirements).

Unlike HMOs which provide services through contracts, PSOs would provide a
substantial proportion of services directly through their own physician and hos-
pitals. As a result, both the Congress’ balanced budget bill and the Administration’s
proposal would subject PSOs to special standards for fiscal soundness and solvency.

The Administration’s proposal would also permit PSOs to meet the 50/50 rule and
the minimum private enrollment requirements in a different manner than HMOs.

—The PSO could “count” as commercial enrollees those individuals for whom the
PSO was at substantial financial risk. For example, if the physician group of
the PSO contracts with another HMO and receives capitated payments from
that HMO on behalf of the HMO’s enrollees, those individuals would count to-
wards meeting the PSO’s 50/50 requirement or the minimum private enrollment
requirement for the PSO.

The Administration’s bill would provide federal pre-emption of State licensing re-

quirements in limited circumstances.

—Prior to approval of a State’s certification and monitoring program for PSOs, the
Medicare program would not require PSOs to be state licensed in order to ob-
tain a Medicare contract.

—State licensing requirements would be preempted unless the State’s require-
ments were identical to federal contracting standards.

—However, once the State has a certification and monitoring program approved
by the Secretary based on its standards being substantially similar to federal
standards, PSOs would be required to obtain a license from the State.

—After 1999, the State could impose more stringent standards, but these stand-
ards would have to be approved by the Secretary.

AVOIDING MICRO MANAGEMENT OF MANAGED CARE

Question. There are a growing number of bills pending in the 105th Congress
aimed at resolving specific problems in the rapidly growing field of managed health
care, including: “drive through” mastectomies; gag rules; emergency room care; and
access to specialists. Last Congress, we enacted legislation requiring health plans
to cover a minimum stay of 48-hours following child birth. But is this the best
means of insuring access to quality health care for managed care participants?

Answer. The HCFA Office of Managed Care has analyzed many of the issues you
raise in your question, including “drive through” mastectomies, gag rules, and cov-
erage of emergency room visits. As a result of our attention to ensuring appropriate
access to quality health care services for all Medicare beneficiaries, we have recently
sent several letters interpreting this policy to both Medicare managed care plans
and to fee-for-service contractors. We have reiterated that the law requires Medicare
managed care contractors to provide their Medicare enrollees with the full range of
services that are covered under Medicare and available to fee-for-service Medicare
beneficiaries residing in the geographic area covered by the plan. Medicare managed
care plans have been instructed that they may never establish “gag rules” that
might prevent providers from advising beneficiaries of treatment options. And, in
the most recent policy interpretation, HCFA sent a letter to all Medicare managed
care plans, and to fee-for-service carriers and intermediaries, advising these entities
that it is never appropriate for a provider—whether it be a hospital, and HMO or
a physician, to adopt arbitrary coverage policies, disease management protocols, or
utilization review criteria that do not take into account individual patient cir-
cumstances. All Medicare providers must make decisions about the coverage of
health care services using an objective, evidence-based process that addresses the
needs of the beneficiary.
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Establishing specific coverage and benefit mandates by legislation should not be
necessary when all providers are abiding by these guidelines. In fact, coverage re-
quirements may not be appropriate in all circumstances, and in some cases it may
not be in the beneficiaries best interest to mandate a certain minimum length of
stay. Optimally, treatment decisions should be made by physicians in consultation
with beneficiaries, and without interference from a third party administrator. As-
suring that Medicare managed care providers have the freedom to provide enrollees
with all medically necessary covered benefits and services will continue to be a focus
of HCFA’s routine oversight of contracting managed care organizations.

Question. What are your views on whether Congress should continue to micro-
managed health care coverage problem by problem, or would it be better to take a
“macro” management approach that sets broad standards, such as: access to spe-
cialty providers; grievance procedures; and disclosure of financial arrangements be-
tween health plans and providers?

Answer. Please see previous response.

ALTERNATIVE MEDICINE

Question. Madam Secretary, I wrote you on February 14th concerning the need
in our country to develop a comprehensive clinical research database on alternative
and complementary medical therapies with great numbers of Americans reporting
the use of alternative and complementary therapies it is imperative that the federal
government incorporate research and information dissemination on such practices
with its traditional medical research activities. The letter requested your Depart-
ment to undertake two reviews:

—(1) Review, by agency, the level and type of federal research on alternative and
complementary therapies that has, and is, being supported by the federal gov-
ernment; and

—(2) Review the existing clinical databases that include alternative and com-
plementary therapies, and provide an assessment to the Committee of the time
and cost required to consolidate into a central database all relevant clinical lit-
erature on alternative and complementary medicine.

What is the status of this review?

Answer. I have recently responded in writing to your letter of February 14th. The

essence of the letter is as follows:

The review you request is a large undertaking; yet there are activities that have
begun in some of these areas. The Offices of Alternative Medicine and Dietary Sup-
plements at the National Institutes of Health (NIH) have already begun develop-
ment of three databases. These databases, when completed, will cover the majority
of the research published in the world literature, and will encompass research sup-
ported by the NIH and other Federal agencies. The databases and the plans for
their development are as outlined:

—(1) The Office of Alternative Medicine (OAM) is developing a comprehensive
compilation of NIH funded research in complementary and alternative medicine
(CAM). A database of research being supported by all Federal agencies and de-
partments requires a search by hand of all relevant data sources since the
available keywords are usually not useful for identifying projects in complemen-
tary and alternative medicine. This search has been done for fiscal year 1996
and is being expanded to comprise the last three years of NIH-funding. This in-
formation can be completed by NIH by the time of the August 1, 1997 interim
report that you request. A plan will be developed and presented to expand this
effort to other Health and Human Services agencies. In addition, other agencies,
like the National Aeronautics and Space Administration, the Central Intel-
ligence Agency, and the Department of Veteran’s Affairs may have contributions
to the database.

—(2) A bibliographic database of scientific literature covering all national and
international publications has been started by the OAM with over 60,000 cita-
tions already entered. Construction of a worldwide database of scientific lit-
erature is a major undertaking but is being aggressively pursued. The OAM has
reviewed and characterized existing bibliographic databases in alternative and
complementary medicine. There are 70 such databases and about two-thirds are
international in scope, providing worldwide representation. Several important
impediments have emerged, including the use of multiple languages, diversity
in the quality of studies, lack of uniformity of the abstracts provided, and the
incorporation of proprietary data. Currently, the best strategy seems to be to
create a “database of databases” allowing the user to move seamlessly across
the existing databases using common search terms and technology. This ap-
proach poses challenges, but is an option which is compatible with the longer
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term strategy of translating and evaluating selected scientific papers. The goal
of this work is to create a valid source of information, accessible to the public,
to health care providers, and to researchers through the Internet. The OAM is
working closely with the National Library of Medicine on this project. An up-
date regarding this strategic approach will be provided in the interim report.

—(3) The Office of Dietary Supplements (ODS) is working collaboratively with the
OAM and the Department of Agriculture as well as with the private sector in
developing two databases on botanicals and dietary supplements, one of pub-
lished research and one of ongoing Federal research. The ODS expects to have
an initial version of available information regarding Federal research on the
Internet this spring. This activity responds to a mandate in the Dietary Supple-
ments Health and Education Act (DSHEA). The ODS has considered the addi-
tion of research being supported by other agencies. Currently there are sci-
entists from the Food and Drug Administration and the Centers for Disease
Control and Prevention working on a detail to the ODS to implement this
project. Considerable work remains, particularly in regard to the foreign lit-
erature. The bibliographic database is progressing and an early version should
be available on the Internet by summer. Information about the status of these
databases can be provided for the interim report and strategies for a more com-
prehensive databases with rough estimates of the costs, and timelines as well
as the positive and negative aspects of the project can be provided for the final
report on January 1, 1998.

—(4) There is currently no central entity coordinating all complementary and al-
ternative medicine activities across the Federal government. NIH is the only
Federal agency having a specific mandate to address these areas. NIH focuses
its activities on biomedical research and related information dissemination. It
has provided assistance, however, in coordinating joint activities with the Agen-
cy for Health Care Policy and Research, Health Care Financing Administration,
the Centers for Disease Control and Prevention, state licensing boards, some
sections of the Department of Defense, NASA, VA, CIA and the Department of
Agriculture in other areas pertinent to CAM practice such as medical education,
licensure, reimbursement and product regulation.

Question. Can this committee expect to have an interim report on the clinical

database review by August 1st?

Answer. An interim report can be compiled by August 1, 1997. It will present in-
formation on: Federal research being conducted at the NIH on CAM for the years
1993-1996 and the methods of contact with other agencies; a plan for collecting in-
formation from other Federal agencies on their research support of CAM; a sum-
mary of the status of two databases on dietary supplements in the Federal govern-
ment and information on the types of worldwide databases regarding published re-
search on CAM.

By the final report on January 1, 1998, we expect to provide: an estimate of the
cost and of the timelines required to gather information from other Federal agencies
on their CAM research; a description of several strategies for compiling a worldwide
database of published research on CAM with rough estimates of the costs and
timelines as well as the positive and negative aspects of the project; a timeline for
a formal needs assessment of an accessible worldwide research database; and, a
demonstration of the use of databases on dietary supplements.

Question. Madam Secretary, given the findings reported in the January 28, 1993
issue of The New England Journal of Medicine that 34 percent of the people sur-
veyed in a national sample of adults had used at lease one unconventional therapy
in the previous year, what justification is there for cutting the budget of the Office
of Alternative Medicine at NIH by $4.5 million?

Answer. Decisions on the allocation of resources within the budget of the Office
of the NTH Director were determined solely by the NIH Director within the context
of the overall NIH budget. It is my understanding that the fiscal year 1998 and
other outyear costs of clinical studies initiated with the increases provided in fiscal
year 1997 for the OAM will be picked up by the various Institutes and Centers
where the studies will actually be located. I know that the Committee has a strong
interest in this field and that the Committee plans to discuss this issue further with
Dr. Varmus and his staff.

Question. What will be cut in order to absorb a reduction of 40 percent?

Answer. Primarily, funds for cooperative agreements for clinical studies would be
reduced by $4.1 million, or by about 50 percent, within the OAM budget compared
to fiscal year 1997, with smaller reductions in the OAM support for evaluation and
liaison activities. However, as discussed above, this reduction represents the fact
that the outyear costs of CAM research awards initiated with the fiscal year 1997
increase will be assumed by the Institutes and Centers where the studies will actu-
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ally be located. The remaining $7.5 million included in the fiscal year 1998 request
for OMB would be used for administrative costs, the clearinghouse activity, for initi-
ating a database, and for seed money to further stimulate CAM research within the
Institutes and Centers.

Question. How are the funds being used in fiscal year 19977

Answer. A summary of fiscal year 1997 funding is shown on the table below:

National Institutes of Health—fiscal year 1997 estimated funding for the Office of
Alternative Medicine

Activity Thousands
Complementary and alternative medicine centers and grant cofunding .......... $8,247

Clearing house and public information ...........cccceevvieiiiiiniiniinnieniieeeeee, . 550
Database and evaluation 350
International and professional 1 150
Intramural research, research training, program support . 2,629
Research development and investigation ..........ccccccocceeeciieiieeiiienieenieenie e 68

TOBAL .ttt ettt b e sttt n e bt tene 11,994

PAIN RESEARCH

Question. People with chronic, debilitating cancer pain often are shortchanged in
getting the pain medicines they need to cope with their illness. Doctors may not be
getting the information they need to make sure that their patients receive enough
medication to substantially alleviate their pain. The NIH recently created a new of-
fice in pain research and the Agency for Health Care Policy Research has been con-
ducting studies on how well doctors are informed about pain management. With
millions of individuals suffering from some level of pain, I believe that this is an
area that deserves substantially more attention and resources. Madam Secretary,
what can be done to improve our research efforts on pain and to better the informa-
tion physicians receive about treatment?

Answer. A number of steps have been taken to address the issues you raise. The
Agency for Health Care Policy and Research has issued a series of clinical practice
guidelines on pain management—for cancer pain, acute post-operative pain and low
back pain. These have been widely distributed and were publicized in the news
media at the time of their publication. The World Health Organization has also pub-
lished cancer pain guidelines and similar recommendations on pain management
have been developed and distributed by various institutes at the National Institutes
of Health (NIH) as well as professional organizations such as the American Pain
Society. In addition, NIH uses consensus development conferences and other forums
to educate providers and members of the public on a variety of health issues, includ-
ing the management of chronic pain conditions. It is important to note that part of
the resistance to appropriate management of pain comes from many pain patients
themselves, who either believe that it is better to be stoical in the face of pain or
else fear—mistakenly—that they will become addicted.

In new efforts to enhance research and education on pain, NIH Director Harold
Varmus has established an NIH Pain Research Consortium chaired by the Directors
of the National Institute of Neurological Disorders and Stroke and the National In-
stitute of Dental Research. The Consortium is made up of 21 Institutes and Offices
at the NIH and has been charged to provide coordination of pain research activities
across NIH, to promote collaborations, and to ensure that the results of pain re-
search are widely communicated. This fall, the Consortium is planning a major
workshop on New Directions in Pain Research that will bring together pain research
investigators, and leaders in other fields of neuroscience or in related areas such
as 1fl,rene‘cics and immunology. Representatives of patient groups will be invited as
well.

Question. Several doctors have been investigated by their state medical boards,
prosecuted, and even had their licenses revoked because they believed that their pa-
tients needed higher doses of medicines than what is considered normal. California,
Florida, and North Carolina have issued new practitioner guidelines on pain man-
agement. Madam Secretary, is it time for your Department to think about develop-
ing%1 % comprehensive recommendation on pain management for providers nation-
wide?

Answer. The management of pain is generally handled on a case-by-case basis.
The health care provider must take into consideration the characteristics of the pa-
tient—age, health status, use of other medications, side effects and so on. The De-
partment fully supports the clinical practice guidelines published by the Agency for
Health Care Policy and Research on cancer pain, acute post-operative pain and low
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back pain as well as recommendations from consensus development conferences at
the National Institutes of Health. While the Department has no jurisdiction over
state medical or dental boards, we can inform physicians in clinical practice through
dissemination of research results, promotion of research training, and distribution
of educational materials regarding best practices. Ultimately, this could lead to a
broadening of the curriculums of health professional schools to include more com-
prehensive programs on pain problems and their management. I expect that the ac-
tivities of the newly formed NIH Pain Research Consortium, as well as those of indi-
vidual agencies in the Department, can be instrumental in focusing attention on
management of chronic pain problems and in this way encourage adoption of appro-
priate guidelines nationwide.

MEDICARE PAYMENT SAFEGUARD ACTIVITIES

Question. As you know, Medicare contractor payment safeguard activities are
sound investments for the federal government because they help to detect and re-
duce fraud and abuse in the Medicare program. Last year, the Kassebaum/Kennedy
bill included a provision that moved the payment safeguard activities from the ap-
propriations process to a mandatory program—to ensure an adequate and stable
funding source. I am concerned by reports that although he Office of Management
and Budget released the full $440 million in fiscal year 1997 these important activi-
ties, HCFA has not subsequently disbursed the full amount to the Medicare contrac-
tors. Can you please explain why HCFA has not released the full funding and when
it intends to do so?

Answer. As of March 26 1997, approximately $425.4 million of the total $440.0
million payment safeguard funds was released to the Medicare contractors. The re-
maining undistributed balance—$14.6 million—supports specific program integrity
special projects, and is released as the contractors complete this work. We believe
that providing this funding at the time of work completion reflects our unwaivering
commitment to fiscal responsibility.

Question. Please provide an accounting of exactly how the money is being spent
region by region.

Answer. The regional breakout of the payment safeguard funding is as follows:

Regional breakout of the payment safeguard funding

HCFA region In millions
BOSTOIL ettt ettt et e e et e e e e e e e s ea e e et e et este e et e et eenteseteeeaeesaneesneeane $71.5
New York ...... . 424
Philadelphia . .. 387
Atlanta .......... .. 674
Chicago ... 79.9
Dallas ............ 37.7
Kansas City .. 31.5
Denver ........... 6.6
San Francisco 35.2
Seattle ........... 7.9
RRB/BCA ..ottt ettt et e et e et e e et e e e ata e eeabeeeeaaeeeensaeeenseeens 5.6
Funding in transit ........cccceoeieeeiieenccccesceee e s aee e 1.0
Undistributed ProJECtS ......ccccieeeciiieeeiiieecieeeeeee et erree e e rre e e e reeesreeeersraeeeavaeens 14.6

o] 7= Y PSSP 440.0

VENTILATOR REHABILITATION UNIT

The Health Care Financing Administration is currently providing demonstration
funding to Temple University Hospital in Philadelphia for the hospital’s Ventilator
Rehabilitation Unit (VRU). As the original sponsor of this demonstration, I am de-
lighted that the project is, by every measure an unqualified success: it saves lives
and money.

The VRU’s innovative methods for weaning ventilator-dependent patients have
had remarkable results: over 79 percent of patients, who previously would have
been relegated to long-term care facilities, go home and are able to lead active, pro-
ductive lives. Further, health care dollars are saved because patients do not remain
in long-term care facilities for extended periods of time. The funding for this dem-
onstration, regrettably, expires on June 30, 1997. Temple, HCFA, OMB, and the
Commonwealth of Pennsylvania have been engaged in an intensive, but ultimately
unproductive, effort to find a permanent funding source for the VRU. It is my hope
that you will work with us to resolve this funding dilemma. I have some questions
and would very much appreciate your submitting answers for the record.
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Question. Have you had the opportunity to review this project?

Answer. As part of the original four-site demonstration project, HCFA contracted
with Lewin-VHI to conduct an evaluation of the Ventilator Dependent Unit (VDU)
(also known as Ventilator Rehabilitation Unit (VRU) Demonstration. The report was
ﬁﬁlalized in April of 1996. With regard to effects on Medicare costs, the report found
that:

—Mean Medicare and total expenditures for the VDU cases during their hospital
stay was substantially higher than for the non-VDU cases. This was largely due
to the longer lengths of stay for VDU patients; expenditures per day for VDU
cases were lower than for non-VDU cases.

More generally, based on the evaluation’s analysis of costs, outcome and other fac-

tors, the report recommended that:

—National implementation with the demonstration’s most effective controls on ad-
mission (following the Temple model) would have increased Medicare expendi-
tures in 1994 by about $0.4 billion, while implementation with ineffective con-
trols on admission would have increased Medicare expenditures by about $1.25.

—The findings from this study provide little support for national implementation
of TEFRA cost-reimbursement for VDU-type rehabilitation units. Given admis-
sion findings, it is unlikely that sufficiently effective means can be found for
limiting admission to VDU’s to patients who will benefit from this type of care.

—Further, given outcome findings, it is likely that Medicare and total expendi-
tures for patients treated in many new units would be much higher than under
PPS, and that they would benefit little from that type of care.

Based on these and other interim findings, HCFA determined that it would not
continue this demonstration project, and would not recommend that the VDU model
be developed as part of the national Medicare program.

Question. Would you consider whether the VDU at Temple could be designated
a Center of Excellence under the expanded definition contained in the Administra-
tion’s budget proposal?

Answer. The goals of the Medicare Center of Excellence projects are not consistent
with the current design of the VDU demonstration project at Temple University.
The Center of Excellence concept, as it is described in the Administration’s budget,
aims at realizing savings to Medicare while improving quality of care through a
bundled payment arrangement and closer coordination of care across providers for
certain complex procedures. Since the VDU demonstration, in essence, permits a
separate—rather than bundled—payment for VDU services, the Temple VDU model
is different than the Center of Excellence concept. Therefore, it does not appear to
be consistent with the goals of expanded Center of Excellence projects to include
continued funding for the Temple VDU.

Question. Neither a SNF nor a Rehab unit designation appears appropriate for
the VRU. Could your staff suggest any further funding alternative?

Answer. When HCFA and HHS staff originally reviewed Temple University’s re-
quest to extend the VDU demonstration to June 30, 1997, it was with the under-
standing that this 3 year extension was to allow the Temple VDU to continue unin-
terrupted operations while integration with Temple’s existing hospital-based skilled
nursing facility was accomplished. At the time of Temple’s request for this 3 year
extension (in 1995), it anticipated that this 3 year extension would be sufficient to
obtain State SNF certification. HCFA staff continues to believe that integration with
the existing Temple skilled nursing facility is the most appropriate long term fund-
ing option for the VDU.

Question. Would you consider extending the demonstration authority while a per-
manent funding source is sought?

Answer. The difficulty with this suggestion is that the previous extension to June
30, 1997, was granted with the expectation that this additional time would be used
to secure permanent funding through integration with Temple’s SNF facility. Given
the findings of the evaluation of the overall demonstration, particularly the fact that
the Temple VRU project represents an additional cost to the Medicare program
above that which would be expected under non-demonstration rules, it is difficult
to justify further continued funding through demonstration authority. Typically,
HCFA’s demonstration authority is reserved for short-term policy and/or operational
policy test projects which are anticipated to generate savings to the program, or at
least be budget neutral while accomplishing other program improvements and inno-
vations.

Question. Would you and your staff continue to work with my office to help re-
solve this issue for Temple?

Answer. We will continue to work with your office, recognizing that our primary
concern must always be with the value of an arrangement to Medicare beneficiaries
and to the program overall.
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HCFA/MEDICARE COVERAGE/LVRS

Question. Given this Committee’s mandate for you to submit a report by January
1, 1997 describing a method and schedule to provide Medicare coverage and reim-
bursement for lung reduction volume surgery, and the multitude of favorable peer
reviewed data published about the procedure since HCFA’s January 1, 1996 non-
coverage decision, please provide us with a preview of the report you intend to sub-
mit to Congress by April 1, 1997 regarding the timing of coverage and reimburse-
ment for lung volume reduction surgery.

Answer. The report will address two major issues. The first is a review of recent
published articles on LVRS. The second is the structure of the NHLBI/HCFA clini-
cal study and how new Medicare coverage decisions will occur as new data become
available from that study. Our initial conclusion from the published articles, which
will require AHCPR assistance and review, is that current data support Medicare
coverage only within the clinical study as is reflected in current policy. Many ques-
tions concerning outcomes and risks remain unanswered. The second issue will be
concluded, as will the report, when the study protocol is completed in May. This will
determine how the surgery will be provided in the study. Most importantly, if at
any point in the study there is conclusive proof of benefit, Medicare will begin ex-
panding coverage immediately.

MEDICARE: INADEQUATE FEDERAL REIMBURSEMENT FOR CLAIMS

Question. I support increasing efficiencies, but I'm concerned about your proposed
reductions to the Medicare contractor claims processing budget. You propose large
cuts in fiscal year 1998 for claims processing unit costs, about a 15 percent cut for
Part A and 18 percent cut for Part B. Considering the number of contractors that
have exited the program over the past year—several, including Aetna and Many
Blues Plans—and have complained about inadequate Federal reimbursement for
claims processing activities, do you agree that funding for claims processing activi-
ties should at the very least, remain stable, to prevent many more contractors from
dropping out the program which could hurt beneficiaries who rely on the stability
of the program?

Answer. Providing a stable level of funding for the Medicare contractor claims
processing function is an essential element of this year’s request. While claims proc-
essing costs have decreased $15.3 million from the fiscal year 1997 appropriation
level, we expect that an increase in managed care enrollment will continue to slow
the growth associated with fee-for-service claims processing. Moreover, HCFA ex-
pects that continued increases in operational efficiencies will allow Medicare con-
tractors to process claims without interruption.

In the event of a contractor non-renewal, HCFA staff will work closely with each
departing contractor and each replacement contractor to assure a smooth transition
of Medicare workload. Medicare beneficiaries and providers in the affected States
will not experience any disruption in service.

MEDICARE TRANSACTION SYSTEM (MTS)

Question. In your congressional justification, you state that the “continuation of
the Medicare Transaction System (MTS) is a wise decision.” It is my understanding
that many concerns have been raised by the Office of Management and Budget and
the General Accounting Office about your management of MTS. Additionally, Bruce
Vladeck was recently quoted in BNA as stating that MTS implementation probably
would be delayed as a result of under funding. Can you please tell me how long a
delay you expect as well as the expected total cost of MTS and how you are address-
ing concerns of HCFA management of MTS?

Answer. We are currently reassessing the MTS design in order to mitigate risk,
conform to the budget pressures of fiscal year 1998 and beyond and the constantly
changing Medicare operating environment. Currently we are in the process of up-
dating cost estimates based on the latest information and when the results of that
are complete, we would like the opportunity to share them with you.

OMB, HHS and HCFA have engaged in numerous discussions concerning MTS
development and implementation. Both OMB and HHS agree with HCFA that sig-
nificant changes need to be made in the operation and management of the Medicare
program and that improvements to the program’s information and processing infra-
structure are necessary. Although we may sometimes disagree on methods, there is
no argument on the goal. HCFA continues to work with OMB to develop an imple-
mentation strategy that balances risk and cost factors.
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MEDICARE: DISPLACED EMPLOYEES FROM CLAIMS PROCESSOR’S OFFICES

Question. In light of the increasing number of carriers and intermediaries who de-
cided to scale back or end their contractual relationships with HCFA as a claims
processor, what efforts will HCFA undertake to ensure that employees who may be
displaced by such activities are given an opportunity to work for a new contractor
who may enter that particular service area?

It seems to me that one of the criteria that HCFA should consider while making
a decision is the impact that the new provider will have on these employees’ jobs.
The valuable services they provide should be protected as much as possible. The
long-term dedication these people have demonstrated should be honored, with atten-
tion and care given to their futures. Lastly, it would be advantageous to utilize
these employees because of their knowledge of the Medicare program and the low
training costs which would be required rather than having to train an entirely new
workforce while HCFA continues to decrease its cost per claims reimbursement.

Answer. HCFA recognizes the value these employees have brought to the Medi-
care program over the years. We work with the contractor leaving the area/program
to identify those employees dedicated to Medicare activities, who are losing their
jobs. We encourage the incoming contractor to offer comparable jobs to the displaced
employees. Where the incoming contractor is not opening an office in the affected
area, we work with the contractor leaving to find new employment opportunities for
the displaced Medicare employees.

We believe that these efforts are good for the employees and for the economy of
the local community.

HEPATITIS C

Question. Last year the Appropriations Committee Report accompanying the
Labor HHS bill noted the Centers for Disease Control and Prevention’s (CDC) re-
cent estimate that 3.9 million people are infected with Hepatitis C. The National
Institute of Allergy and Infectious Diseases estimates that there are 150,000 new
cases of acute Hepatitis C per year, resulting in 8,000-10,000 deaths per year. De-
spite these alarming estimates, I am astonished to learn that acute and chronic
Hepatitis C specifically is not a reportable disease. Why isn’t Hepatitis C specifically
a reportable disease?

Answer. Acute hepatitis C is a reportable disease in all U.S. States and Terri-
tories. Chronic diseases are not reportable in any of the U.S. States and Territories
primarily because available diagnostic tests for hepatitis C do not distinguish be-
tween acute and chronic or past infection.

The main purpose of acute disease reporting is to monitor trends in the rate of
newly acquired disease and changes in risk group specific transmission patterns in
order to determine where prevention measures should be targeted and to evaluate
their impact. The cited estimates on the acute disease burden are derived from stud-
ies conducted by CDC, which has been actively involved in the surveillance for acute
hepatitis C (and non-A, non-B hepatitis) since the late 1970s. The number of newly
acquired (acute) infections with hepatitis C virus (HCV) has declined from 180,000
in the mid 1980s to 30,000 in 1995 for an average annual number of 120,000. Con-
tributing to this overall decline is a decrease in transfusion-associated infections,
most of which occurred prior to 1911 and a decrease in injection drug use-associated
infections, most of which occurred since 1911.

Question. Without valid numbers, how can the prevalence and severity of hepa-
titis C be analyzed and how can resources be directed to persons most in need?

Answer. Reliable data regarding the prevalence of HCV infection is available from
the National Health and Nutrition Survey conducted by CDC from 1988-1994.
Based on this survey, we are able to examine both the prevalence of HCV infection,
which in the United States is 1.8 percent, an estimated 3.9 million infected persons,
and, thus, determine the relative severity of the disease. The prevalence of infection
was higher in males than in females, and higher in African Americans than in Cau-
casians. The highest rates of HCV infection were found in adults aged 30—49 years.
In addition, two population-based studies of patients with chronic liver disease con-
ducted by CDC found that 40 percent to 60 percent were associated with HCV, with
‘(clhe most severe disease in patients with combined HCV and alcohol-related liver

isease.

Though problems exist in the full reporting of Hepatitis C, data captured in the
National Health and Nutrition Survey has provided meaningful information with re-
gard to the populations most at risk. As a result, we have been able to address some
of the many concerns and needs of these vulnerable populations based on the re-
sources available.
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Qué%tion. What is being done to ensure full reporting of chronic and acute hepa-
titis C?

Answer. Complete and reliable reporting of patients with acute hepatitis C is lim-
ited because: (1) persons with acute HCV infection are usually asymptomatic and
only 25 percent to 30 percent will have signs and symptoms of illness and seek med-
ical attention; (2) available diagnostic tests for hepatitis C do not distinguish be-
tween acute and chronic or past infection; (3) up to 20 percent of patients with
symptomatic acute hepatitis C cases will have a negative diagnostic test for hepa-
titis C when they initially see their doctor; and (4) state and local health depart-
ments lack the resources to carry out surveillance for this disease. Thus, CDC has
relied on a sentinel surveillance system involving selected counties in the U.S. to
provide reliable estimates for the incidence of acute hepatitis C. However, the cur-
rent number of study sites (5) do not provide an adequate number of cases of hepa-
titis C and we need to expand their number to accurately determine the number
and source of these infections.

To address the issue of HCV-related chronic liver disease, CDC is attempting to
establish sentinel surveillance. It is projected that at least five sites would be re-
quired to provide valid surveillance data. Such surveillance would provide informa-
tion on the various causes of chronic liver disease, determine disease trends, and
provide a means to evaluate the effectiveness of various prevention or treatment
strategies. It is anticipated that funding for one surveillance site will be awarded
in fiscal year 1997. Currently, death certificate data are our only means of monitor-
ing this disease. As a result, an accurate determination of the magnitude of the
problem or the etiology of chronic liver disease has been difficult to ascertain.

Question. 1t is vital that on this and all infectious diseases we educate the public
as far as prevention and disease recognition. Is the CDC developing appropriate
educational tools to educate physicians and health providers on effective detection
and treatment strategies?

Answer. The Public Health Service is using three approaches to identify and edu-
cate persons at risk of HCV infection: verbal, written, and visual material directed
to the public; educational efforts directed to health care and public health profes-
sionals; and development of community-based prevention programs. These edu-
cational programs are being developed through partnerships with non-governmental
voluntary organizations, such as the American Liver Foundation, the Hepatitis
Foundation International, the American Digestion Health Foundation, and with pro-
fessional societies. Public service announcements have the potential to reach a broad
population. The educational messages directed at the public will include information
on who is at risk for HCV infection, the consequences of infection, the need for early
diagnosis and possible treatment, and recommendations to prevent infection and
transmission. Educational efforts directed at physicians and other health care pro-
fessionals will include the appropriate medical management of HCV infected pa-
tients, known and potential risks for HCV infection and transmission, need to ascer-
tain complete risk factor histories from their patients, and appropriate evaluation
of high-risk patients for evidence of infection.

NIH and CDC cosponsored a Consensus Development Conference on Management
of Hepatitis C that was held March 24-26, 1997, and the results will be widely dis-
seminated. CDC is developing an interactive satellite teleconference, scheduled for
broadcast November 22, 1997, to educate primary care providers regarding the
screening, diagnosis, management, and prevention of hepatitis C. Written edu-
cational materials are being developed for conference attendees and will be available
for wider distribution. Informational packages are also being developed for health
care providers, policy makers (e.g., state and local health departments, managed
care organizations, insurance companies). In addition, CDC is working with patient
support groups to evaluate currently available education materials for the general
public, and to develop new educational materials where needed, with a special em-
phasis on materials for high risk populations (e.g., injecting drug users).

Question. What research is CDC pursuing based on last year’s Senate report?

Answer. An RFA will be issued this spring to provide financial assistance to a vol-
untary agency in fiscal year 1997 for development and dissemination of educational
materials on hepatitis C.

HEPATITIS C: COSTS

Question. In this era of health care cost containment, what prevention and treat-
ment is the department recommending to effectively minimize this catastrophic ex-
pense for end stage liver disease?

Answer. Hepatitis C is a major public health problem in the United States. Cur-
rently, prevention and treatment options for hepatitis C are limited. No vaccine is
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available for hepatitis C. Post-exposure prophylaxis with immune globulin does not
appear to be effective in preventing HCV infection, and is not recommended by the
Advisory Committee on Immunization Practices. In the absence of vaccine or
postexposure prophylaxis, recommendations to prevent transmission of HCV to oth-
ers are limited by the extent of our understanding of the risk of HCV transmission
in different settings. Although all infected patients should be considered infectious
and informed of the possibility of transmission to others, no reliable tests are avail-
able that can determine infectivity. Counseling recommendations to prevent trans-
mission of HCV to others were published by the United States Public Health Service
in 1991 and disseminated widely. They were reiterated by the recent Consensus De-
velopment Conference, and they will be included in newly developed educational
materials directed at both the public and health care professionals.

High-risk drug and sexual behaviors appear to account for most of the HCV infec-
tions transmitted in the United States. Unfortunately, persons with these behaviors
are the most difficult to reach with prevention efforts, and there is no funding for
programs aimed at the prevention of hepatitis C in these high-risk populations. Our
greatest unmet need in this area is the initiation of studies to determine the dynam-
ics of HCV infection among injection drug users. HCV is the most common infection
among this risk group, even more common than hepatitis B virus and HIV. Data
from such studies are needed to better target and evaluate prevention strategies.

Interferon is the only treatment licensed by the Food and Drug Administration
for treatment of chronic hepatitis C. However, interferon is effective in only 10 per-
cent to 20 percent of persons treated, it can cause severe side effects, and there is
no available evidence that treatment has any effect on quality of life, disease pro-
gression, or long term outcome. In addition, this therapy has been ineffective in
eliminating HCV infection in persons with more advanced stages of disease or in
persons with no biochemical evidence of active liver disease. Thus, at the recent Na-
tional Institutes of Health Consensus Development Conference, a panel of experts
recommended interferon treatment only for a selected group of patients with chronic
hepatitis C who are at greatest risk of progression to cirrhosis.

ALLERGIES AND ANTIHISTAMINES

Question. I am informed that allergies and subsequently certain treatments for al-
lergies, impact negatively on children’s learning. Educating parents and teachers as
to the signs and symptoms of allergies could alleviate the problems incurred by chil-
dren in whom allergies are undetected. What do you think HHS should do through
the CDC to ensure that the inappropriate treatment of allergies is not contributing
to the incidence and severity of asthma?

Answer. Asthma is the leading chronic disease among children. More than 10 mil-
lion days of school are missed each year in the United States by children with asth-
ma. CDC estimates that asthma accounted for 400,000 missed school days in Penn-
sylvania alone. Asthma related illnesses contribute to a child’s inability to fully par-
ticipate in educational, extracurricular and social activities. The effects of asthma
are compounded by the fact that many symptomatic children are forced to attended
school, because their parents are unable to take off from work. An additional com-
plication of asthma is that the attacks occur without warning. This poses a problem
in that most schools, as a matter of policy, do not allow children to carry their medi-
cations on them. To receive the medicine, the child needs to go to the school clinic.

Over the past several years, CDC and other HHS agencies have funded several
pilot projects directed at improving medical management of asthma and reducing
the number of exacerbations that often result in hospitalizations or emergency room
visits. One key element of an effective asthma prevention program is to educate par-
ents and health care providers about the appropriateness of medical management
with regards to asthma and how to avoid an exacerbation triggered by allergens.
CDC’s goal is to expand its asthma prevention program over the next several years.

A preliminary review of the medical literature conducted at CDC in response to
this inquiry did not identify any peer-reviewed publications that linked the treat-
ment of allergies with children’s learning in school.

Question. I am informed that Dr. Gary Kay, of the Georgetown University School
of Medicine Department of Neurology, has studied and documented the adverse ef-
fects of sedating antihistamines on children’s learning and worker’s performance.
Has the Department of HHS, or NIOSH, looked at the safety issues involved in
workers taking sedating antihistamines?

Answer. NIOSH has not conducted research on safety issues regarding workers
taking sedating antihistamines.
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H. PYLORI PUBLIC EDUCATION

A 1994 NIH Consensus Development Conference concluded that the bacterium
helicobacter pylori causes most ulcers, not stress or diet as previously believed, and
that most ulcers can be cost-effectively cured by eradicating H. pylori.

In response, the Senate included in its Committee Report accompanying the Fiscal
1997 Labor, HHS, Education Appropriations bill, funding for the Centers for Disease
Control and Prevention to conduct a public education campaign on H. pylori eradi-
cation on and its link to ulcer disease. Furthermore, the Committee Report re-
quested that CDC submit to Congress a report within 120 days on its plan to con-
duct such an effort and the appropriate design of the campaign. The full Congress
endorsed funding for the H. pylori public education campaign by including language
similar to the Senate’s in the Conference Report accompanying H.R. 1360.

I understand that the CDC has made significant progress toward complying with
the Congressionally-mandated H. pylori public education campaign. Consistent with
Congress’ recommendations, CDC organized a day long conference in January on H.
pylori and the public education campaign where representatives from other Federal
agencies, consumer organizations and the private sector met to discuss issues in-
volved in the conduct of this campaign. I commend CDC for all its efforts to date
in implementation of the Congressional recommendations.

I look forward to receipt of this report on CDC’s plans for implementation of the
H. pylori public education campaign.

Question. What is the timing for submission of CDC’s report to Congress?

Answer. The draft plan has been developed in collaboration with public and pri-
vate sector representatives and is presently in clearance for submission to Congress.

Question. What is CDC’s calendar for full implementation of the Congressionally
mandated H. pylori public education campaign?

Answer. CDC has begun examining existing private sector H. pylori communica-
tions campaigns. When this is complete, CDC will design it’s H. pylori educational
campaign, with collaboration and input from private and public sector partners. It
is anticipated that funds for the investigation of audience information preferences,
message design, production/distribution of materials and evaluation will be obli-
gated fiscal year 1997. The campaign is anticipated to begin in early fiscal year
1998 with evaluation commencing by the end of fiscal year 1998.

SAMHSA AND HRSA

Question. Regarding the National Women’s Resource Center, identify the amount
of funds SAMHSA and HRSA that has been supplied to NWRC under contract for
fiscal year 1997 and projected for fiscal year 1998.

Answer. SAMHSA initiated the National Women’s Resource Center (NWRC) in
fiscal year 1994 under a 3 year contract, originally scheduled to end in July 1997.
However, SAMHSA will provide an additional $272,000 in fiscal year 1997 to sup-
port activities and services under this contract. Also, SAMHSA is currently discuss-
ing inter-agency agreements with other Federal agencies designed to continue as-
pects of this program into fiscal year 1998. HRSA is expected to provide $40,000
for fiscal year 1997 but no decisions have been made on funding for fiscal year 1998.

Question. Describe the chief activities and services supported by Federal funds
and major increases or decreases in the level of such services, if any, anticipated
for fiscal year 1998.

Answer. The National Women’s Resource Center serves an important role as a
focal point for information, referral, policy, research, dissemination, training, service
design, technical assistance and evaluation findings of programs targeting substance
using pregnant and postpartum women and their infants. The Center stimulates ef-
fective policies and practices for prevention and addresses maternal use of addictive
substances and the negative consequences of maternal substance use on their in-
fants and children.

The Center is currently developing a state-of-the-art report to the field on preven-
tion, intervention, and treatment approaches deemed successful in combating men-
tal illness and substance abuse in women across their life cycle. Additionally, the
Center supports the following activities: develops and disseminates resource pack-
ages to the substance abuse and mental health prevention and treatment field; con-
ducts a community team development institute designed to foster national leader-
ship in the substance abuse and mental health areas critical to women; and main-
tains a 1-800 help line for appropriate information and referral. In fiscal year 1998,
as the contract phases down, the Center will continue to support the community
team development institute and provide limited technical assistance.
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CDC: BLOOD SAFETY

In last year’s report language, the Senate Appropriations Committee expressed
deep concern over the safety of our nation’s blood supply and included in CDC'’s fis-
cal year 1997 appropriations increased funding to ensure that steps were being
taken to address emerging infectious disease problems and to respond to critically
important blood safety issues affecting all Americans, with particular concern for
people with hemophilia. On blood safety, CDC was called upon to implement a
strengthened blood safety surveillance system, including a serum bank for blood
product recipients and patient-related outreach activities.

Question. How has CDC allocated funds in the National Center for Infectious Dis-
eases to carry out the objectives set forth by Congress for fiscal year 1997?

Answer. In fiscal year 1997, $400,000 of Emerging Infections resources has been
provided to address blood safety issues. In addition, CDC is providing $2.2 million
in extramural funding to State and local health departments to monitor the com-
plications of hemophilia, including safe blood and blood products. CDC is committed
to ensure the safety of the nation’s blood supply and is enhancing its surveillance
systems to better monitor and detect adverse events among blood product recipients.

Question. What progress has been made in creating an active surveillance system
to monitor, detect and warn of adverse effects among blood product recipients?

Answer. A national surveillance system is currently being established to monitor
infectious disease complications among the approximately 13,000 persons with he-
mophilia A or B who receive care at federally funded hemophilia treatment centers
(HTCs). This system will provide prevalence and incidence rates of seroconversion
for viral illnesses including HIV and hepatitis (A, B, C). Cases of seroconversion will
be investigated for possible association with clotting factor, which has implications
for blood safety. Establishment of a serum bank is an integral part of this surveil-
lance system. Implementation of the project will begin in the first quarter of 1997
with a gradual phasing in of the system on a national basis as resources permit.
Investigational Review Board (IRB) approval has been obtained at CDC and IRB ap-
proval is currently being obtained at the local level for these activities.

Question. What is the status of the serum bank for blood product recipients? How
much funding has CDC allocated to carry out this project?

Answer. Establishment of a serum bank is an integral part of this surveillance
system among persons with hemophilia. CDC is working with HTCs to provide pa-
tients with free testing for bloodborne infections and to monitor and investigate pos-
sible infections. As part of these efforts, CDC also provides assistance for storage
of samples for potential investigations of infectious agents. Through cooperative
agreements, CDC has awarded approximately $6 million to HTCs; approximately
half of this money is being used for implementation of a national surveillance sys-
tem, which includes the establishment of a serum bank for blood product recipients.

Question. Describe how CDC is coordinating with the hemophilia treatment cen-
ters to establish the serum bank?

Answer. CDC is working closely with HTCs to identify and prioritize prevention
efforts for the complications of hemophilia, develop and evaluate interventions, and
obtain input into the development of educational programs for health care providers
and the public. CDC is also working with HT'Cs to determine the best means of ob-
taining the information needed to establish and implement the serum bank while
providing the least amount of disruption to current HTC operations.

Question. The Committee also requested that the CDC work with the National
Hemophilia Foundation in moving forward with this expanded blood safety effort.
What discussions have been held to plan outreach activities with its patient groups
and treatment centers as part of this strengthened surveillance system?

Answer. Persons who currently use blood products or who are at risk for future
use should understand the purpose of CDC’s blood safety efforts as well as the im-
portance of their participation in surveillance activities. The National Hemophilia
Foundation (NHF) and CDC have been working closely with consumers, health care
providers, and local hemophilia organizations to plan a national conference to exam-
ine key prevention education messages and identify innovative strategies for their
implementation on the local and national levels. This conference, The National Con-
ference on Prevention Education; Health Strategies for the New Millennium, will
take place in June 1997 in Louisville, Kentucky. The NHF and CDC recognize the
importance of collaboration among health care providers, consumers, and peer orga-
nizations in developing a strong prevention program. Each of the 40 NHF chapters
or hemophilia organizations will select four key representatives to attend the con-
ference. These representatives will include a chapter board member or staff profes-
sional, two peer coordinators, and an HTC provider. These individuals will compose
a core “team” whose members will return to their communities with information and
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resources to help expand prevention education programs and practices. The con-
ference will include a) plenary sessions with leading experts; b) breakout sessions
on defining needs of audiences and strategies to influence behavior change; c) a
learning center with reference materials and innovative educational techniques; d)
networking opportunities; and e) a customized workbook and education guide for
program planning.

CDC staff are also participating in each of the 12 regional meetings of HT'C pro-
viders throughout the country to introduce the universal data collection system and
provide information about CDC’s surveillance activities. These meetings provide an
opportunity for health care providers to offer input to CDC in the development of
its programs. Consumers and health care providers are also obtaining information
about CDC’s prevention efforts through publications distributed by NHF, local chap-
ters, and the Hemophilia Research Society.

Question. How is CDC coordinating its blood safety efforts with other Public
Health Service agencies, including the Food and Drug Administration and the Na-
tional Institutes of Health?

Answer. CDC is coordinating its efforts with other Public Health Service agencies
through participation in the monthly interagency conference calls of the PHS Inter-
agency Working Group on Blood Safety and Availability and participating in the
FDA Blood Products Advisory Committee, the Blood Safety Committee, and, the
soon to be convened, Advisory Committee on Blood Safety and Availability. Also,
CDC has worked collaboratively with the FDA in the epidemiologic and laboratory
aspects of several recent investigations related to the safety of blood products (e.g.
bacterial contamination of intravenous albumin, hepatitis A contamination of clot-
ting factor concentrates). CDC has co-sponsored, planned and participated in recent
PHS public meetings related to blood safety (e.g., Notification of Plasma Product
Withdrawals and Recalls and Workshop on Incentives for Volunteer Donors).

PROVIDER SPONSORED ORGANIZATIONS

In Southeastern Pennsylvania, Medicare managed care penetration 18 months ago
was less than 10 percent. Today, it’s over 30 percent and should increase to more
than 50 percent by the year 2000. But the marketplace is limited to major managed
care plans. Seniors have little choice. Providers say they can provide a community-
based alternative to the commercial health plans that will provide equivalent serv-
ice while keeping health care dollars in the community. The alternative plans would
be called Provider Sponsored Organizations. The providers say they cannot contract
with HCFA to be direct Medicare health plans.

Question. Do you support Provider Sponsored Organizations as another option for
Medicare enrollees?

Answer. Yes, the Administration has long supported giving Medicare beneficiaries
the option to enroll in Provider Sponsored Organizations, provided there are appro-
priate standards in place to protect beneficiaries. The President’s 1998 Budget pro-
posal contains a new PSO contracting option which will require that contracting
PSOs meet existing HMO standards in the areas of quality, access, marketing, bene-
ficiary liability, benefits, and appeals and grievances. Because PSOs have different
delivery systems that HMOs, new standards for fiscal soundness and private enroll-
ment would be applied to these entities.

Question. Since HCFA supports PSOs, and has in fact started a demonstration
project, why have you only granted approval for six plans throughout the nation?

Answer. At this time, the Social Security Act does not permit HCFA to contract
with any commercial managed care plan unless the plan is licensed by a state as
an HMO. Therefore, the only way for HCFA to contract directly with PSOs is
through the Medicare demonstration authority. HCFA has accepted 11 PSOs for
participation in the Medicare Choices demonstration, a project which will give us
some experience in overseeing these new managed care organizations while allowing
us to test unique standards related to certification, quality monitoring and risk as-
sumption. Four of the eleven PSOs approved for participation in the Medicare
Choices demonstration have been awarded a contract and have begun enrolling
beneficiaries, with the remaining 7 plans are scheduled for further review before
they may begin marketing and enrollment.

Question. Can’t we speed up the process? Can this best be accomplished through
the regulatory process, or will it require legislation?

Answer. As stated in the previous response, HCFA does not currently have the
legal authority to begin contracting with PSOs on a national basis. It is imperative
that legislative standards and regulatory authority be in place before we allow
PSOs—which may not be licensed as insurance products by the state, to provide
services to the vulnerable Medicare populations.
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Question. Are there statutory barriers to PSO development?

Answer. The primary barrier to PSO development at the federal level is the statu-
tory requirement that all Medicare managed care plans be state-licensed HMOs. In
cases where a PSO has obtained the required state licensure, federal law requires
minimum commercial enrollment standards that may be difficult to meet. The Ad-
ministration’s PSO proposal will address these statutory barriers by amending the
Social Security Act to allow direct contracts with PSOs, and by establishing federal
pre-emption of State licensing requirements under certain circumstances.

Question. Do you support a federal process for certification of PSOs immediately
upon enactment of PSO authorization for the purpose of providing care to Medicare
Patients?

Answer. The President’s budget proposal will expand the options for Medicare
beneficiaries by allowing them to enroll in the same types of managed care organiza-
tions that are available in the commercial market, including PSOs. Since we will
allow private enrollment determinations to be based on the number individuals for
whom the PSO network providers assume “substantial” financial risk, PSOs will not
have to wait for a certain level of commercial participation before applying for a
Medicare contract. In addition, limited federal pre-emption of state licensure re-
quirements will also encourage the immediate participation of PSOs. Provided that
the legislative authority includes sufficient beneficiary protections, HCFA should be
able to approve qualified Provider Sponsored Organizations relatively quickly, using
the knowledge gained from the Medicare Choices demonstration and our extensive
experience monitoring the operations of more than 300 Medicare HMOs.

Question. One obstacle for PSO development is HCFA’s “50/50” rule which re-
quires managed care plans that contract with HCFA to limit Medicare recipients to
no more than 50 percent of their overall enrollees. Since commercial markets are
already dominated by existing managed care plans, this rule can in effect keep
PSOs out of certain key markets. Do you believe that the 50/50 rule needs to be
changed in order to accommodate PSOs that are doing federal-only business?

Answer. The “50/50” rule and a minimum level of commercial enrollment are two
contracting standards that were established to ensure a certain level of quality. The
existence of a commercial enrollment base gives the contracting plan a basis for an
accurate adjusted community rate proposal, and assures that Medicare and Medic-
aid beneficiaries receive high quality care that results from market competition for
commercial accounts. In addition, the requirement that Medicare managed care con-
tractors operate successfully in the commercial market demonstrates to us that the
plarii has experience with risk assumption and a moderately mature provider net-
work.

As managed care has grown, and as the population ages, the 50/50 requirement
has become less effective as a measure of managed care quality, and is in fact a
hindrance to competition in some parts of the country. Therefore, the Administra-
tion’s budget proposal will give the Secretary the authority to establish regulatory
quality standards to replace the obsolete private enrollment requirements. HCFA is
currently working on several broad quality initiatives such as requiring managed
care plans to report HEDIS performance measures, conducting a beneficiary satis-
faction survey, and testing the use of encounter data by beneficiaries in the Choices
demo. The data that we glean from these projects will help us to develop a state-
of-the-art quality measurement system to replace the 50/50 rule. We will continue
to work closely with beneficiary advocacy groups, consumer organizations and other
health care purchasers to define outcomes measures and other quality indices which
will may eventually replace the 50/50 requirement.

CONTRACT ROLLOVERS

As I mentioned, the growth of Medicare managed care, particularly in my home
state, has been spectacular. Insurers in my state say they have been signing up sen-
iors at the rate of 10,000 a month. Current contracts between providers and man-
aged care plans were signed before Medicare managed care gained significant mar-
ket share, and those contracts are based on an enrollee base that is younger than
65, healthier, and less likely to be hospitalized. However, as Medicare managed care
grew, the managed care plans rolled this new population onto existing contracts. Be-
cause this growth was not planned when contracts with providers were signed sev-
eral years ago, providers have been hit with unplanned reimbursement con-
sequences. Providers believe that Medicare managed care products should be subject
to new contract negotiations with providers, rather than rolled onto existing con-
tracts. Since Medicare managed care products are relatively new, serve a different
population demographic, and are composed of enrollees that are higher-utilizers in
general, this makes sense.
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Question. Why has HCFA permitted the managed care plans to roll their new
products into existing HMO contracts?

Answer. HCFA requires separate provider contract arrangements for the provision
of services to Medicare beneficiaries served under contracts with managed care or-
ganizations. HCFA does not allow contracting managed care organizations to “roll”
the requirements for coverage of Medicare beneficiaries into existing provider con-
tracts established for commercial networks.

All Medicare contracting managed care plans must obtain separate agreements
with network providers that apply only to the Medicare contract—either in the form
of a new provider contract, or by amending the existing (commercial) provider con-
tract. This separate contract or amendment gives every provider the opportunity to
negotiate terms and reimbursement for the services they will provide to Medicare
beneficiaries.

Question. (Follow-up question). In greater Philadelphia, Medicare is about 30 per-
cent of the overall market. Given the marketplace dynamics, with most markets
dominated by a few large managed care plans, providers cannot afford to be ex-
cluded from an HMO network. They have little choice but to be part of these emerg-
ing networks. But, shouldn’t HCFA level the playing field as part of its role as pro-
viding oversight over the Medicare program?

Answer. The health care marketplace is rapidly changing for both Medicare and
commercial insurers, and these systematic changes are having a dramatic effect on
health care providers. As you point out Senator, Medicare makes up a significant
proportion of the health care market in much of the country, and managed care pro-
gram participation is increasing commensurately. Just as with the federal govern-
ment’s switch to prospective payment systems in the 80s, the current shifts to man-
aged care are changing the competitive landscape for all health care providers.

Managed care companies can compete in the market by lowering prices and in-
creasing benefits as a result of the savings they get through negotiating rates with
a limited number of providers. In this competitive market, providers agree to obtain
lower payment for services in exchange for a guaranteed patient volume. Individuals
who join managed care plans are lured by lower premiums and increased benefits
that the plan pays for with the money saved in provider payments. Given these con-
siderations, it is obvious that there is a financial benefit to providers only when they
are able to receive a certain level of capitation based on a defined number of pa-
tients. It is in the provider’s best interest to keep the ratio of enrollees to providers
relatively high, in order to collect more premiums from the plan. Therefore, particu-
larly in markets with high managed care saturation like Philadelphia, some provid-
ers will not be invited to contract with certain managed care plans. But, it is just
as likely that certain providers will never be willing to give up an independent prac-
tice in order to join an HMO network. In the existing health care environment, is
seems logical that providers in both cases—those that are unwilling to participate
in a managed care network, as well as those that are not invited to join, will face
reduced fee-for-service patient volume along with decreased revenue.

One thing that HCFA cannot do is to ”level the playing field” by establishing mar-
ket controls that could have the effect of reducing beneficiary choice. For example,
if all beneficiaries in a certain market were to choose to enroll in a Medicare man-
aged care plan, HCFA could not deny that option to some, in order to ensure a clien-
tele for fee-for-service providers. On the other hand, the Administration proposes to
make a more level playing field for all providers in an environment of increasing
managed care by expanding the types of organizations that are eligible to receive
a direct contract with HCFA to provide services to Medicare beneficiaries. The
President’s budget proposal includes provisions which will allow provider owned
managed care organizations such as preferred provider organizations, or PPOs, and
Provider Sponsored Organizations, PSOs, to contract with HCFA on a capitated
basis to provide eligible beneficiaries with all Medicare benefits and services.

AVERAGE ADJUSTED PER CAPITA COST

Medicare managed care organizations are reimbursed according to the Average
Adjusted Per Capita Cost (AAPCC), which is approximately 95 percent of the PPS
rate for Medicare. However, included in the AAPCC calculation is reimbursement
for medical education and for treating the poor (disproportionate share). Managed
care organizations do not provide these services, yet they do not generally pass on
these fees to providers. In Pennsylvania, the Medicaid program this January began
to reimburse providers directly for medical education and disproportionate share.

Question. Is it your view that graduate medical education and Medicare dispropor-
tionate share should be carved out of the current AAPCC payment?

Answer. Yes.
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Under the President’s proposal, payments for IME, GME, and DSH would be
carved out of the local payment rates over a two-year period (50 percent in 1998;
100 percent thereafter) and provided directly to teaching and disproportionate share
hospitals for managed care enrollees and to entities with recognized teaching pro-
grams.

The local rates are used to determine blended payment rates. Under the Presi-
dent’s proposal, plans are paid the greater of—(1) a blend of the local and national
rate, (2) a minimum payment amount ($350 in 1998) or (3) a minimum percent in-
crease over the previous year’s rate (0 percent in 1998 and 1999 and 2 percent
thereafter).

This policy would guarantee that payments designed to compensate hospitals for
conducting teaching programs and for caring for the neediest citizens are made di-
rectly to such hospitals for managed care enrollees. The carve out does not represent
a reduction in payment for managed care enrollees.

—Managed care plans can consider these funds available to such hospitals when

they negotiate their rates.

—A current law provision that requires non-contracting hospitals to accept the
Medicare DRG amount as payment in-full would be modified to require non-con-
tracting hospitals to accept the DRG amount, minus the IME/GME/DSH carve-
out, as payment in-full.

Question. What payment mechanism should be used to pass these dollars on to

providers?

Answer. We believe that we already have systems that would be appropriate for
making these additional payments to hospitals. Basically, when a hospital treats a
Medicare managed care enrollee, it will file a bill with Medicare that contains most
of the information as a regular fee-for-service (FFS) bill. These bills for managed
care enrollees are commonly referred to as “shadow bills” since they are more for
informational purposes. Using this bill, Medicare will be able to calculate how much
GME/IME/DSH the hospital would have been entitled to under FFS, and will send
that amount to the hospital through the regular billing process. We believe this is
the simplest and most efficient way to make the extra payments.

QUESTIONS SUBMITTED BY SENATOR COCHRAN
PUBLIC POLICY CHANGE: RURAL TO OTHER URBAN

Question. In October 1996, the Health Care Financing Administration imple-
mented a policy that eliminated the opportunity for rural hospitals to be reclassified
from “rural” to “other urban.” These 28 hospitals serve a disproportionate share of
indigent clients and provide needed services to rural communities. What is the pub-
lic policy reason behind this public policy change?

Answer. When the original prospective payment system was put in place, the base
payment rates for rural hospitals were lower than those for urban hospitals. The
geographic reclassification process, which permitted rural hospitals to be designated
“other urban” for base payment rate purposes, was designed to correct inequities
arising in instances where a rural hospital shared a labor market with urban insti-
tutions, or where rural hospitals for other reasons experienced the same cost pres-
sures as urban institutions. A legislative change effective October 1994 eliminated
the base payment differential between rural and urban hospitals, except for “large
urban” hospitals serving urban areas with a population greater than one million.
Because of the legislative change, there is no longer any need to reclassify rural hos-
pitals to “other urban” for the purposes of equalizing base payment rates, and the
policy change put into effect in fiscal year 1996 reflects that fact.

FDA PROPOSES USER FEES

Question. The President’s fiscal year 1998 budget request for the Food and Drug
Administration proposes new user fees on industry. Many of us are concerned that
the administration has begun funding the FDA through user fees in areas that tra-
ditionally have been mandated by the government and have been funded through
the appropriation process. Could you explain the administration position?

Answer. The Administration’s fiscal year 1998 budget request does include new
user fees to partially cover the cost of FDA activities that Congress has traditionally
funded through appropriations. However, FDA is not being singled out for these new
fees. The President’s fiscal year 1998 budget proposes new and expanded fees across
many Federal programs, which serve as an integral part of the President’s overall
plan to balance the budget by fiscal year 2002.
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FDA provides a public service by protecting consumers from unsafe and impure
foods and ensuring that drugs, medical devices, and biological products are safe and
effective. Industries with products under the regulatory jurisdiction of FDA benefit
from increased consumer confidence in their products, and from a strong and effi-
cient agency capable of conducting product reviews in a timely manner.

We are prepared to work with the Congress and our many constituencies, includ-
ing FDA regulated industries, to develop these proposals for actual implementation.
We plan to make every attempt to structure the new fees in such a way as to mini-
mize any additional burdens on industry.

NHLBI: CARDIOVASCULAR DISEASE

Question. Mississippi has a very high rate of chronic illness such as cardio-
vascular disease, diabetes and stroke. What is being done at the National Heart,
Lung, and Blood Institute (NHLBI) to combat cardiovascular disease and what in
particular is being done to study the disproportionally higher rates of cardiovascular
disease among African Americans?

Answer. As examples of NHLBI’s efforts to combat cardiovascular disease, the In-
stitute has several clinical trials addressing the treatment and prevention of hyper-
tension, with a particular focus on the African American population. The
Antihypertensive and Lipid Lowering Treatment to Prevent Heart Attack
(ALLTPHA) is comparing four commonly used antihypertensive medications for
their effectiveness in reducing the rate of heart attacks in older patients with addi-
tional risk factors. ALLTPHA has enrolled more than 10,000 African Americans
among more than 26,000 patients entered to date. A second program supports a se-
ries of five coordinated grants through which investigators in five major cities are
conducting trials aimed at improving hypertension control among inner-city popu-
lations. A third program, Dietary Programs to Stop Hypertension (DPSH), is con-
ducting a series of carefully controlled dietary studies in persons with high normal
or slightly elevated blood pressure, 50—60 percent of whom are African Americans,
and is likely to report some important positive findings. A fourth trial, called PATH-
WAYS, is targeting another minority group, American Indians, in an attempt to pre-
vent obesity in childhood.

Trials focusing on heart disease in women are evaluating the effects of aspirin,
antioxidant vitamins, and hormone replacement therapy on first or recurrent heart
attacks or progression of coronary heart disease. The Activity Counseling Trial seeks
to learn the best of several approaches to increasing physical activity through coun-
seling delivered in doctors’ offices and clinics, for both men and women. The Rapid
Early Action for Coronary Treatment Trial, is targeting whole communities, includ-
ing several with large minority populations, to reduce the time for seeking acute
medical care. Other ongoing trials are addressing the use of antiarrhythmic drugs
compared to an implantable defibrillator to prevent sudden cardiac death in high
risk cardiac patients; beta-blocking medication to prolong survival in congestive
heart failure; alternative strategies for the management of atrial fibrillation, and
the use of an angiotensin-converting enzyme inhibitor to prevent recurrent heart at-
tack and death following first heart attacks. All of these trials have minority rep-
resentation.

NHLBI has also been working with the NIH Office of Research on Minority
Health and three institutions in the Jackson, Mississippi area (University of Mis-
sissippi Medical Center, Jackson State University, and Tougaloo College) to identify
scientific priorities and implementation steps for an expansion of the ongoing Jack-
son component of the Atherosclerosis Risk in Communities (ARIC) study. The Insti-
tute envisions such a study, if successful in its planning and pilot phases, to become
a community study in a predominantly African-American cohort similar to the Fra-
mingham Heart Study. Areas of scientific priority include: (1) studies of high rates
of complications from hypertension in African-Americans, including stroke,
renovascular disease, and congestive heart failure; (2) expanded studies of genetic
factors related to cardiovascular disease in African-Americans; and (3) examination
of cardiovascular disease and its risk factors in younger middle age (35-44) and
older (70 and above) adults, to complement study subjects in the ongoing Jackson
ARIC cohort,

Further, NHLBI has several health education activities as part of its national
education efforts to help reduce cardiovascular risk factors in minority populations.
For example, the NHLBI has funded 11 state health departments in the southeast-
ern U.S. with high stroke death rates. A large number of African Americans reside
in these states. The objectives of the projects were to implement health education
activities to prevent and control risk factors of cardiovascular disease. These States
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are conducting one or more of the following programs: high blood pressure control,
smoking cessation, weight reduction, healthy eating, and physical exercise.

Another activity is the National Physicians’ Network, a group of physicians and
other health professionals who provide care to African Americans. This group has
agreed to work with the NHLBI to conduct professional education training programs
as well as community education programs in African American communities. Mem-
bers of the Association of Black Cardiologists and the National Medical Association
are the key participants in these activities.

The NHLBI has developed professional education and public education materials
to help facilitate the professional education training and community outreach activi-
ties to reduce cardiovascular disease risk factors and to encourage the adoption of
healthy-heart behaviors. The NHLBI has also developed an extensive public edu-
cation campaign targeting African Americans. A series of 39 one-minute radio pro-
grams was developed on 1ssues of particular interest to African American audiences
as part of NHLBI's “HealthBeat Radio Network.” “HealthBeat” is distributed to
more than 900 radio stations across the U.S.

NCRR AND IDEA ASSISTING NIH GRANTS

Question. This subcommittee has included report language over the last several
years endorsing the activities of the National Center for Research Resources
(NCRR) and the IDeA program. This program is designed to assist states that tradi-
tionally have been unable to effectively compete for regular NIH grants. Please up-
date the Subcommittee on the status of the IDeA program and any progress in im-
proving the ability of participating states in obtaining NIH grants.

Answer. The fiscal year 1996 appropriation for the Institutional Development
Awards (IDeA) program was $2.1 million. A Program Announcement was issued in
December 1995 for applications, which could request up to three years of support
for no more than $200,000 per year in direct costs with a requirement of matching
funds by the institution. Applications were received from 12 of the 15 eligible States;
they were peer reviewed for scientific merit and nine of these applications were
funded. The appropriated funds for fiscal year 1997 ($2.6 million) will be used to
meet the commitments of these existing awards, and, based on peer review, to
award some additional grants in the area of science education to institutions in
States eligible for IDeA grants.

An evaluation of the impact of the IDeA program is being performed. Reports at
meetings and discussions with grantees suggest that the program has been impor-
tant in providing seed support for junior investigators until they can obtain inde-
pendent funding, and in linking senior investigators with new faculty members, par-
ticularly in areas of clinical or basic science which are narrowly focused.

QUESTIONS SUBMITTED BY SENATOR BOND
EDUCATION AND TRAINING FOR CHILD CARE PROVIDERS

As we have known in Missouri for years, the early years of a child’s life are a
critically important time for learning. The quality of the care and education that a
child receives before age five can influence all learning later in life. Children who
are not cared for in an environment conducive to their growth and development
often arrive at kindergarten unprepared to learn. We must provide a safe, healthy
enxlrironment so that young children can grow and develop and enter school ready
to learn.

Question. What is the Department doing to improve the training and quality of
personnel providing child care services?

Answer. As you know, the Child Care and Development Fund (CCDF) provides
states wide flexibility in setting standards for child care. States decide what kind
of licensing requirements they will hold providers accountable to, and which provid-
ers will be exempt from licensing. The CCDF does, however, assure that all provid-
ers caring for children funded by the program, even license exempt care, must meet
basic health and safety requirements as set by the state.

The CCDF also offers training and other supports to providers. The Act requires
that states dedicate a minimum of 4 percent of their CCDF resources to building
the quality and availability of child care. States can use those funds to recruit, train
and support providers. Resource and Referral agencies and provider organizations
play an important role in this regard by helping to link individual providers to criti-
cal resources.

The Department supports the efforts of child care grantees to improve the imple-
mentation and administration of their child care systems through a national tech-
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nical assistance effort. Our technical assistance activities promote promising prac-
tices and provide information on a variety of quality activities and services.

In 1995, in addition to our national State and Tribal child care conferences and
regional meetings, we held a National Child Care Health Forum through which we
launched the Healthy Child Care America Campaign, a nationwide effort by health
care and child care providers to improve the health and safety of children and fami-
lies. Using the Blueprint for Action developed at the Forum, states and communities
all over the country are making linkages between health programs and child care.
We also held a national leadership forum “Including Children with Disabilities in
Child Care Settings: Connections for Quality Care” in which national leaders ad-
dressed the development of an inclusive child care system for children with disabil-
ities and shared strategies and models that can be adapted by providers in states,
territories, and tribes.

In 1996, we held a similar leadership forum promoting family-centered child care
to develop guidelines for state, territorial, and tribal administrators, parents, and
child care providers to effectively communicate with, support, and involve families
in full-day child care programs. This year we are planning a leadership forum focus-
ing on child care as a job, which we hope will provide tools to support existing child
care providers as well as those newly entering the profession.

In addition, ACF promotes quality comprehensive services and public awareness
through a National Child Care Information Center that compiles an disseminates
information on a variety of quality and training activities and services. We also pub-
lish a bi-monthly Child Care Bulletin that is distributed to over 2000 individuals
and organizations and is available electronically on the World Wide Web and at a
gopher site. The Bulletin highlights timely ideas and information to improve child
care systems, program operations, and child care quality, and to expand child care
services.

TEENAGE PREGNANCY

Teenage pregnancy has emerged as one of the most severe problems facing chil-
dren and parents today. Among unmarried girls age 15-19, the birth rate has risen
from 15 to 45 births per 1,000 teenagers, and more than 40 percent of young women
in the United States become pregnant before they reach the age of 20, producing
the highest teenage pregnancy rate of any industrialized nation. These statistics are
extremely alarming, given the multiple and complex problems of adolescent preg-
nancy and parenthood.

I believe abstinence is the most sound teenage pregnancy approach. Also, the edu-
cation and promotion of strong family values are critical in combating the teenage
out-of-wedlock birth crisis. The Personal Responsibility and Work Opportunity rec-
onciliation Act of 1996 establishes a new program on abstinence education.

Question. Has the Department established the guidelines for this program and
how will this program affect existing programs?

Answer. On February 27, 1997, the Maternal and Child Health Bureau of the
Health Resources and Services Administration published draft guidelines for the Ab-
stinence Education provision of The Personal Responsibility and Work Opportunity
Reconciliation Act of 1996. The comment period ended March 19 and final guide-
lines should be published by early April. Funds for the Abstinence Education Pro-
gram must be used exclusively for the teaching of abstinence and may not be used
for any other purpose. The Abstinence Education Program’s guidance has been de-
veloped in consultation with other existing programs.

Question. What resources will you provide for teenagers?

Answer. The Abstinence Education Program was provided a mandatory appropria-
tion of $50 million for each fiscal year 1998 through 2002. The $50 million appro-
priation will be awarded annually by a formula determined by the proportion that
the number of low-income children in the state bears to the total of such numbers
of children for the states. The states will be required to match every 4 dollars they
receive of Federal abstinence education funds with 3 state dollars. The law says that
the purpose of the funds are to enable the state to provide abstinence education,
and at the option of the state, where appropriate, mentoring, counseling, and adult
supervision to promote abstinence from sexual activity, with a focus on those groups
which are most likely to bear children out-of-wedlock. This law does not specify a
specific targeted age group, but discussions with states suggest that most of the re-
sources will be spent on preteens and young teens in the 9-14 year old range.
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QUESTIONS SUBMITTED BY SENATOR FAIRCLOTH
SYNAR AMENDMENT

Question. In 1992, the Congress passed the Synar Amendment, which requires
states that receive federal funds for substance abuse prevention and treatment to
enact and enforce laws prohibiting the sale of tobacco to minors. HHS issues a pro-
posed rule implementing the Synar Amendment in August 1993 but did not issue
final regulations until January 19, 1996. Why did the Administration delay so long
in issuing the Synar regulation?

Answer. Over a two year period, we carefully analyzed the public comment (over
3,000 received) and sought to develop a reasonable regulatory scheme. The com-
ments received on the regulation prompted us to rethink our approach, in particular
the issue of imposing requirements on States that would have been costly to carry
out. Because of concerns about unfunded mandates, we made changes to avoid an
overly burdensome regulation while fulfilling the propose of the legislation. In addi-
tion, we tried to be as thorough as possible in our planning, review, and implemen-
tation process to ensure a strong, quality regulation.

Question. The delay in issuing final regulations means that state enforcement ef-
forts have only recently begun. Given this Administration’s emphasis on preventing
underage tobacco use, how can the delay in implementing the Synar Amendment
be justified? (CSAP)

Answer. SAMHSA and the Department fully supports the implementation and en-
forcement of the Synar Amendment. Given the number and complexity of the issues
raised during the public comment period on the Notice for Proposed Rulemaking,
SAMHSA drafted an implementing regulation that is both responsive to the con-
cerns of the States, retailers, anti-tobacco advocacy organizations, etc., as well con-
sistent with the intent of the legislation. The delay in implementing the Amendment
was necessary, in order to ensure that the final rule would result in effective en-
forcement of State youth tobacco laws and ultimately a reduction in youth access
to tobacco.

Question. The delay in issuing final regulations means a delay in measuring the
effectiveness of the Synar Amendment on youth smoking rates. Why was not the
FDA rule deferred until the initial effectiveness of the congressionally-mandated so-
lution could be determined?

Answer. The Department did not delay the implementation of the FDA rules (in
order to measure the effectiveness of the Synar Amendment) because it considers
both the FDA rules and the Synar Amendment critical components of a comprehen-
sive approach to reduce tobacco use nationally. This approach consists of a three
pronged strategy—limiting the accessibility, availability and appeal of tobacco prod-
ucts to minors. The implementation of the Synar Amendment addresses only one
needed piece of this larger strategy—access.

The Department supports the careful coordination and implementation of all three
elements of this strategy in order to achieve the targeted reductions in youth to-
bacco use set by this Administration (reduce youth use of tobacco by 50 percent in
the next seven years). This comprehensive strategy requires the effective enforce-
ment of State laws, limitations on the placement of vending machines, banning of
self-service displays, restrictions on tobacco advertising that appeals to children, and
strong community mobilization efforts. It also requires the coordination and coopera-
tion of resources at the Federal, State and local levels.

Question. HHS took two-and-one-half years to review fewer that 400 comments
filed in response to its proposed regulations implementing the Synar Amendment.
The FDA, however, reviewed 710,000 comments filed in response to its proposed to-
bacco regulations in only a little more than a year. How can you explain this vast
discrepancy, especially since the Synar Amendment was passed by Congress, while
FDA was never given congressional direction to promulgate its tobacco regulations?

Answer. Youth tobacco use is a public health issue of major importance to the De-
partment and to SAMHSA. We believe limiting youth access to tobacco is only one
of many strategies that are necessary to reduce youth tobacco use. Many factors con-
tribute to youth tobacco use, including access, availability, and appeal. A com-
prehensive approach is necessary to reduce youth tobacco use. The Synar Amend-
ment is one aspect of that approach.

As such, SAMHSA received and carefully analyzed over 3,000 comments from the
public and sought to develop a reasonable regulatory scheme. We tried to be as thor-
ough as possible in our planning, review, and implementation process in order to
ensure a strong, quality regulation.

In particular, the comments prompted us to rethink our approach to implementa-
tion of the Synar Amendment to allow for greater state flexibility and to address
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the issue of unfunded mandates. We tried to balance flexibility for the states with
the need for scientifically sound methodology in conducting inspections and collect-
ing data. We believe this ultimately resulted in a quality regulation that will reduce
minor’s access, while providing states with the flexibility they need.

Since the Synar Amendment was passed in 1992, we have taken our responsibility
seriously and continue to do so. Following the release of the regulation in 1996, we
conducted two technical assistance conferences and provided states with three guid-
ance documents to assist with sampling, inspection, and implementation strategies.
We have been in regular contact with the states and have worked closely with states
having difficulties implementing the regulation. We anticipate that all states will
have a failure rate of no more than 20 percent by the year 2003 and that this will,
in turn, reduce youth tobacco use by approximately 15-20 percent.

QUESTIONS SUBMITTED BY SENATOR INOUYE
RESEARCH CENTERS IN MINORITY INSTITUTIONS

Question. What has been the changes in co-funding for the RCMI program since
fiscal year 1995 and what has been the budgetary impact of the downturn in co-
funding on the RCMI program since that time?

Answer. Collaborative efforts between NCRR’s RCMI Program, the NIH Office of
Research on Minority Health, and the National Institute of Allergy and Infectious
Diseases (NIAID) provided co-funding respectively for fiscal years 1995, 1996 and
1997 as follows: $5.37 million in 1995; $2.33 million in 1996; and $2.25 million is
anticipated in fiscal year 1997. This downturn in co-funding has necessitated mak-
ing the RCMI program more competitive. This is consistent with the goals of the
program since each RCMI faculty investigator is expected to generate independent
research support in order to decrease dependence on the RCMI support. This frees
up resources; the grants received by RCMI faculty generate resources to support
RCMI-provided core facilities through fees for services.

Question. What efforts are under way to increase co-funding available to the
RCMI program?

Answer. As indicated above, NIH does not anticipate an increase in co-funding
support for the RCMI program in fiscal year 1997. However, plans are evolving be-
tween the RCMI community, NCRR, and six NIH Institutes (the National Institute
of Neurological Disorders and Stroke, the National Institute of Mental Health, the
National Institute on Alcohol Abuse and Alcoholism, the National Institute of Child
Health and Human Development, the National Eye Institute, and the National In-
stitute on Drug Abuse) to develop partnerships with RCMI institutions. Cofunding
to develop NIH’s neuroscience initiative at RCMI institutions is a possibility.

Question. One of the elements in all of the RCMI applications is pilot projects.
What happens to the faculty investigators after they are no longer supported by the
RCMI program?

Answer. Approximately one-third of the support provided through the RCMI pro-
gram is for pilot projects. Support for these pilot projects is augmented through col-
laborative efforts with the National Institute of Allergy and Infectious Diseases
(NIAID), which co-funds many of the AIDS and AIDS-related research projects. The
published RCMI program policy allows support for these pilot projects for five years.
From our experience with the RCMI program, as well as other programs, this
should allow sufficient time for researchers to develop productive laboratories that
can compete for independent research support.

Question. Are there ways within the NCRR that these individuals could be pro-
vided an intermediate step to more competitive grants?

Answer. The NIAID has expanded its collaboration with the RCMI grantee com-
munity by providing transitional support for many of the RCMI investigators that
they have supported to collaborate with some of their more experienced investiga-
tors.

Question. Is there adequate representation of RCMI institutions on the RCMI re-
view committee?

Answer. Presently, two out of sixteen members of the Research Centers in Minor-
ity Institutions (RCMI) Review committee are from RCMI institutions. Proposed
plans are to increase RCMI membership to three. Present and proposed minority
representation on the committee exceeds 60 percent. Since the purpose of the review
committee is to review the scientific merit of the proposals and to evaluate the over-
all organization and functioning of these centers, NIH regards the proposed mem-
bership (nearly one-fifth) from RCMI institutions as adequate to provide appropriate
input into the review process about RCMI institutions.
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Question. Since service on study sections is very educational, are faculty from the
RCMI institutions routinely used as members of all the NCRR committees and site
visit teams?

Answer. Members of standing committees are selected according to the expertise
needed to review applications submitted to that particular committee, paying atten-
tion to appropriate representation of women and minorities and geographical dis-
tribution of the members. For membership on review committees, candidates must
have an established publication record and active peer-reviewed grant support, ex-
cept for administrative reviewers.

Currently, the RCMI Review Committee has two members out of sixteen from
RCMI Institutions; the General Clinical Research Centers (GCRC) Review Commit-
tee also has two; the Comparative Medicine (CM) Review Committee has one; and
the Scientific and Technical Review Board on Biomedical and Behavioral Research
Facilities has one member. The Special Emphasis Panel (SEP) does not have a set
membership. When SEPs review applications for NCRR, faculty from RCMI and
other minority institutions are regularly asked to participate in the review process.
Representation may vary between one and eight per meeting, depending on avail-
ability and nature of applications that are being reviewed. However, to avoid conflict
of interest, as part of the NIH peer review policy, program directors and principal
investigators of competing applications may not serve on the committee when their
application is being reviewed. Minorities, including those from RCMI institutions,
are invited to serve as Temporary Members on the standing committees to augment
the expertise needed to review grant applications.

Members of site visit teams are selected for their expertise in a narrow or broad
area of biomedical and behavioral sciences, paying attention to selection of women
and minorities, within our ability to identify such scientists. For the most part, site
visit team members are expected to be established scientists, physicians, and veteri-
narians with an excellent publication record, who have no conflict of interest with
the institution to be site visited or protocols to be reviewed. Current peer-reviewed
support is preferred, but is not required.

In addition, architects, computer specialists, and hospital administrators may be
invited on site visits as needed. The CM Review Committee does very limited num-
bers of site visits, one or two per year, and minority investigators, some of whom
are from RCMI institutions, are routinely asked to participate in the site visit. Site
visit teams for the RCMI Review Committee always have several RCMI institution
representatives on the site visit team. The GCRC Review Committee has the most
site visits, and scientists from minority institutions are invited to participate. The
two members from RCMI institutions actively participate in site visit. The Office of
Review invites scientific reviewers from RCMI institutions who have the appropriate
scientific expertise for protocols under review and are available to attend the site
visit when they are scheduled.

Q?uestion. How many institutions are now supported by the RCMI clinical initia-
tive?

Answer. The purpose of the RCMI Clinical Initiative is to assist eligible grantees
with affiliated medical schools to develop an expanded capacity for clinical research
by providing some of the resources that are needed to develop the relevant infra-
structure. The long-range objectives of this initiative are to (1) assist the participat-
ing institutions to conduct clinical research which will improve the health of the Na-
tion’s citizens, especially racial and ethnic minorities; (2) enhance the clinical re-
search capacity of RCMI-eligible institutions with affiliated medical schools; (3) posi-
tion these medical schools to compete successfully for clinical research support; and
(4) enhance the probability of success in competing for resources to establish a pro-
ductive, free-standing Clinical Research Center (CRC).

Six RCMI grantees with affiliated medical schools are supported through this
RCMI clinical initiative, including Meharry Medical College; the Morehouse School
of Medicine; the Medical Sciences campus of the University of Puerto Rico;
Universidad Central del Caribe; Charles R. Drew University; and the University of
Hawaii. These awards have five year commitments. Another RCMI grantee institu-
tion with an affiliated medical school, Howard University, is now receiving support
for developing its clinical research capacity through NCRR’s General Clinical Re-
search Centers Program. Thus, seven of the eight medical schools are receiving sup-
port for expanding their participation in clinical research from NCRR.

Question. What is the annual cost and what impact has this had on the RCMI
program since no additional funds have been requested for this special initiative
that the Congress urged?

Answer. The costs for RCMI clinical this initiative were $4.5 million in fiscal year
1996 and $4.6 million in fiscal year 1997. This initiative is a natural outgrowth of
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the mission of the RCMI Program and a logical redirection of program funds sup-
ports this initiative.

Question. Since the RCMI program is in its eleventh year, are steps on the way
to evaluate the program? Please provide some examples of additional scientific high-
lights that have emerged from the grantee institutions?

Answer. The NCRR has requested funds from the 1 percent program evaluation
set-aside to evaluate the RCMI program in fiscal year 1997. We hope to assess the
areas of success and failure so that the program can be modified to take the fullest
advantage of the best ways to enhance competitiveness.

The following are some examples of recent scientific accomplishments at RCMI in-
stitutions:

RCMI investigators, collaborating with scientists at Albert Einstein College of
Medicine, have demonstrated significant inhibition of HIV-1 replication by nontoxic
doses of L-cycloserine (L-CS) in a CD4+ cell line. They discovered possible mecha-
nisms of action, which appears to be indirect, via interactions with cellular compo-
nents rather than through direct antiviral action. It appears that drugs that inter-
fere indirectly with viral production are less likely to be rendered ineffective due to
rapid viral mutation. The in vitro effective dose of L-CS was also nontoxic in animal
experiments. These results are encouraging and may lead to new strategies for via-
ble complementary or alternative treatments for HIV-1 infections in humans.

Other RCMI investigators, studying the mechanisms involved in the major in-
creases in programmed cell death observed in peripheral blood lymphocytes (PBLs)
in HIV-positive patients, found a high correlation between the extent of apoptosis
and impaired production of the cytokine lymphotoxin. This study supports the hy-
pothesis that all HIV-positive patients have defective immune systems and provides
evidence that apoptosis is an important factor contributing to the massive depletion
of CD4+ cells during the progression of the HIV-disease. These observations rep-
resent an important step in further understanding the mechanisms ultimately re-
sponsible for apoptosis induction in lymphoid cells from HIV-positive patients, which
could eventually lead to effective preventive or therapeutic treatments.

RCMI faculty using molecular endocrinology techniques, including hybridization
histochemistry, have identified the cells making the hormone relaxin. They have
shown also that relaxin acts on the cells of the fetal sac surrounding the baby by
producing enzymes which degrade the structural collagen in the membrane. If this
sac breaks, the baby is born prematurely. Therefore, too much relaxin production
may result in weakening of the membrane, predisposing it to premature rupture
and consequent premature birth. These studies provide insights at the molecular
level which are essential to developing strategies for preventing preterm births,
which occur with significantly higher frequencies in minority populations in this
country.

Scientists in the RCMI-supported neuroscience program at Meharry Medical Col-
lege, exploring the functions of a newly isolated brain peptide, have found that
nociceptin appears to inhibit pain. The new findings suggest that nociceptin’s effects
on brain neurons are similar to those of other opioid molecules that relieve pain,
which is critically important in addressing both economic and quality of life issues
associated with chronic and intractable pain.

Question. What percent of the NCRR budget has a direct affect on minority insti-
tutions? How does this compare to National Institute of General Medical Sciences
where the MARC and MBRS programs are housed?

Answer. About 8 percent of the NCRR appropriation has a direct impact on mi-
nority institutions. About 6 to 7 percent of the National Institute of General Medical
Sciences total appropriation has a direct impact on minority institutions.

Question. Since the budget request for construction is $16 million less than what
was appropriated last year, is this based on a reduced need that is evident by a
decrease in the number of applications?

Answer. While there is a strong demand by universities and institutions for funds
for research facility construction, NIH chose to reflect its higher priority for the sup-

ort of research project grants. Much if not all of this demand is met through the

3 billion the Federal Government spends on indirect costs of research grants,
which support research facility construction requested in the fiscal year 1998 budg-
et.

Question. Does this mean that there was limited participation in the
grantsmanship workshop which the Congress urged to level the playing field for mi-
nority institutions by providing them the proper “coaching”?

Answer. The grantsmanship workshop which was conducted by NCRR in Decem-
ber was attended by representatives of over 70 institutions, including seven from
Centers of Emerging Excellence. The NCRR has received 80 applications for the fis-
cal year 1997 program.
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QUESTIONS SUBMITTED BY SENATOR BUMPERS
MEDICAID CAP

I understand you plan to use a portion of the savings from the Medicaid cap for
several children’s health initiatives. One is the proposal to provide continuous Med-
icaid coverage for children—that is, to allow states to provide continuous coverage
for one year after eligibility is determined, regardless of a change in the family’s
income status.

Question. How many states will exercise this option, and how many children will
be affected?

Answer. There is no way to determine how many states will participant in this
program. However, we estimate that about half of the eligible children—1 million—
will benefit from these provisions.

Question. What is the estimated cost of this proposal?

Answer. Our cost estimate is $3.7 billion over five years, with an initial cost of
$3 billion in 1998.

HEAD START

Question. You are proposing another large increase in funding for Head Start. I
am concerned again this year about the fact that spending on this program has
grown dramatically over the past 5 years without a parallel growth in the number
of children served. Since 1992, Head Start funding has grown from $2.2 billion to
nearly $4 billion—an 80 percent jump in spending. But the enrollment has in-
creased from 30 percent to just 40 percent of the eligible children. I realize some
funds have been devoted to quality improvements, but how do you explain such a
disappointing rate of enrollment growth in the face of such generous increases in
funding?

Answer. Over the past five years, the Department has worked to balance the goal
of reaching more of the unserved children who need Head Start services with the
goal of ensuring that Head Start programs provide effective, high quality services.
In 1993, the “Report of the Advisory Committee on Head Start Quality and Expan-
sion” laid out a series of recommendations that included improving staffing and ca-
reer development, improving the management in local programs, providing better
facilities, providing longer services and strengthening the role of research. Steps
were also taken to improve Federal oversight and better assure program account-
ability. The report also recommended expanding services in a way that better meets
the needs of children and families, such as providing more full-day services so fami-
lies can enter the work force.

The expansion and improvement of Head Start has been an important goal of the
President and the Congress in recent years. The program has received $1.8 billion
in increased funding since 1992. Approximately 40 percent that amount has been
used for statutorily mandated increases to (1) offset the rise in the cost of living,
(2) improve program quality and (3) fund training and technical assistance activi-
ties. Beyond these mandates, grantees were given the authority to use approxi-
mately 10 percent of the total funding increase to make further needed improve-
ments in program quality. These improvements included:

—increasing staff salaries and benefits, for example, average teacher’s salaries

have increased by over 25 percent to approximately $17,500;

—hiring needed and better qualified staff to work with families;

—improving facilities and replacing equipment such as school buses; and

—extending the program day for more than 100,000 children to allow children to

remain in Head Start for longer periods of time.

The remaining half of the funding increases since fiscal year 1992 have being
used to serve additional children, increasing enrollment from 621,078 to a projected
800,000 children in fiscal year 1997, an increase of almost 30 percent. Approxi-
mately 22,000 of these additional children are infants and toddlers, who are pro-
vided Head Start services under the authority of the recently established Early
Head Start program.

In fiscal year 1998, we are proposing to increase enrollment by another 36,000
children above the projected fiscal year 1997 enrollment of 800,000. This will enable
us to continue our progress towards meeting the President’s goal to serve 1 million
children in Head Start by fiscal year 2002.

GLOBAL POLIO ERADICATION

I want to commend the administration again this year, and particularly you and
Dr. Satcher, for the fine work you have done on global polio eradication. My only
concern about the program at this point is in the area of staffing. Last year we were
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given a commitment by CDC to increase staffing the polio by 25 FTEs. I understand
that CDC intends to honor the commitment but that there has been some adminis-
trative delay.

ngstion. Is this the case, and when do you anticipate allocating those new posi-
tions?

Answer. Immunization, in particular global eradication remains a high priority at
CDC. CDC has allocated 25 additional FTEs to the National Immunization Program
in fiscal year 1997 for global polio eradication.

VACCINE EXCISE TAX

The Administration has an unusual request regarding excise tax for pediatric vac-
cines. As I understand it, you are proposing to exempt the federal government from
its statutory obligation to pay excise tax to the vaccine injury compensation fund
for the vaccine it purchases, but continue to require state and local governments as
well as private providers to pay taxes into the fund. Further, you score this proposal
as a savings and then assume that the savings will be reallocated for discretionary
spending. I have a number of questions about this proposal, which, I understand,
did not originate with your Department:

Question. What is the justification for exempting federal purchases from the cur-
rent statutory requirement?

Answer. The proposal to exempt the Federal government from the current statu-
tory requirement of paying excise tax on purchases of vaccine is proposed for one
year only. With this exemption, CDC would only need $365 million in fiscal year
1998, as opposed to $427.1 million—and still meet all the vaccine needs for States.
The excise tax for vaccines is intended to provide funding to compensate children
and their families who suffered certain adverse events following immunization. The
vaccine compensation trust fund currently has a balance of over $1 billion. There-
fore, excise tax revenue from non-federal vaccine purchases would be more than suf-
ficient to compensate potential claims.

Question. How would the savings referred to in the budget be scored—wouldn’t
a reduction in payments by CDC also be treated as a reduction in receipts to the
compensation fund and therefore yield no overall budget savings?

Answer. Because the President’s Budget proposes to exempt Section 317 from pay-
ment of these taxes, funding for its operations can be reduced by this amount with-
out affecting the amount of vaccine the program purchases. Receipts lost by the ex-
emption of Section 317 from the excise tax are not scored, since the effects on tax
receipts of changes to discretionary programs normally are not scored under the
Budget Enforcement Act.

Question. Have you done calculations to determine how long it will take under
your proposal for the compensation fund to show significant losses and jeopardize
the viability of the injury compensation program?

Answer. As stated above, this proposed exemption is requested for one year only.
As a result of the sizable balance in the vaccine compensation trust fund, currently
$1 billion, excise tax revenue from non-federal vaccine purchases would be more
than sufficient to compensate potential claims. At the beginning of the next fiscal
year the Administration expects that federal payment of excise tax would resume,
and the substantial balance in the compensation fund would continue to grow. As
a result, the viability of the injury compensation program would not be jeopardized
in any way.

Question. Have you consulted with parent and child health advocate groups about
the significance of federal government abrogating its responsibility for contributing
to the injury fund?

Answer. As stated earlier, the proposed exemption is requested for one year only.
To date, since this proposed exemption is limited to one year child health advocate
groups have not been consulted regarding this request. It is expected that federal
payments will resume in fiscal year 1999. The sizable balance in the vaccine com-
pensation trust fund, currently $1 billion, excise tax revenue from non-federal vac-
cine purchases would be more than sufficient to compensate potential claims. As a
result, the Administration is committed to protecting the viability of the injury com-
pensation program.

Question. What is the status of the “flat tax” proposed by the administration dur-
ing the last Congress?

Answer. The Administration is no longer pursuing the “flat tax” proposal.

PRICE CAP ON VACCINES

Question. I understand that CDC has used an administrative mechanism to lift
the price cap on a number of vaccines covered under the Vaccine for Children au-
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thorization legislation. What are the criteria for determining whether the price cap
should be lifted?

Answer. There is no administrative mechanism for lifting the price cap and CDC
has never “lifted” the price cap, but rather has not applied the price cap for some
vaccines, because the product in question was not being purchased as of May 1,
1993. CDC examines the language of contracts in effect in May 1993 to determine
if it is necessary to change the description of product indications in order to receive
the desired product(s). If a change in the language is needed, the CDC believes it
is negotiating a price for a new vaccine, i.e., “a vaccine for which the CDC had no
contract in effect under section 317(j)(1) of the Public Health Service Act as of May
1, 1993, in children 2 months of age and older.” Therefore, imposition of a price cap
f)voluld be inappropriate in accordance with paragraph (C) of 42 U.S.C. 1396s, cited

elow.

Negotiation of Discounted Price For Current Vaccines.—With respect to contracts
entered into under this subsection for a pediatric vaccine for which the Centers for
Disease Control and Prevention has a contract in effect under section 317(G)(1) of
the Public Health Service Act as of May 1, 1993, no price for the purchase of such
vaccine for vaccine-eligible children shall be agreed to by the Secretary under this
subsection if the price per dose of such vaccine (including delivery costs and any ap-
plicable excise tax established under section 4131 of the Internal Revenue Code of
1986) exceeds the price per dose for the vaccine in effect under such a contract as
of such date increased by the percentage increase in the consumer price index for
all urban consumers (all items; United States city average) from May 1993 to the
month before the month in which such contract is entered into.

Negotiation of Discounted Price For New Vaccines.—With respect to contracts en-
tered into for a pediatric vaccine not described in subparagraph (B), the price for
the purchase of such vaccine shall be a discounted price negotiated by the Secretary
that may be established without regard to such subparagraph.

Question. Please describe the review and decision process within CDC and the De-
partment for making such determinations.

Answer. CDC examines the language of contracts in effect in May 1993 to deter-
mine if it is necessary to change the description of product indications in order to
receive the desired product(s). When CDC makes a decision about whether the price
cap should be applied to the product, the Department is notified.

Question. Does CDC consider a change in FDA labeling or a change in the rec-
ommended use of the vaccine a legitimate basis for lifting the cap?

Answer. In accordance with Paragraph (B) of 42 U.S.C. 1396s, there has been no
instances in which the CDC has renegotiated a price cap for a vaccine which under
contract language of May 1, 1993 could have been purchased for the new indication
or labeling change. No “exceptions” have been made because of changes in rec-
ommendations or FDA labeling changes. Indeed, most vaccines have undergone
these kinds of changes since the passage of OBRA 1993. Had the CDC been renego-
tiating price caps based upon such factors, virtually none of the vaccines being pur-
chased today would fall under a price cap.

QUESTIONS SUBMITTED BY SENATOR KOHL
UNLICENSED CHILD CARE SERVICE UNDER THE WELFARE REFORM LAW

The welfare reform law encourages states to put welfare recipients in unpaid, un-
supervised child care community service jobs. It’s hard to believe, but there are no
training or licensing standards for these child care workers and the care could occur
in unsupervised settings. Probably no other community service job would be allowed
without supervision, yet the assumption is that it’s O.K. for child care workers to
go it alone.

Scientific research on early childhood development is proving again and again
that to maximize a child’s learning potential, they must have access to productive,
educational care in their early year’s. If we are ever going to break the cycle of pov-
erty, we must not skimp on the quality of child care.

Question. There is nothing wrong with welfare recipients becoming child care pro-
viders, but shouldn’t there at least be some level of training and supervision?

Answer. We agree. Not only should there be appropriate training and supervision,
but providers must also have an interest in providing child care. Welfare recipients
who do not want to be child care providers and who have not received proper train-
ing may not provide appropriate care. Research has demonstrated that child care
providers who are committed to taking care of children offer more responsive and
overall better quality care than those who are not committed to the profession of
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child care. Group child care is work that takes dedication, skill and specialized prep-
aration.

Although there is no federal training standard for child care, the Child Care and
Development Fund program requires that each state, at a minimum, set standards
for health and safety training for providers. There are a number of recognized
credentialing programs for providers in the field of early care and education that
states can draw from in developing their standards. The Head Start program, for
example, includes performance standards requiring each classroom to include at
least one teacher who has a Child Development Associate credential, an early child-
hood degree, or a state early childhood certificate.

In addition, the American Public Health Association and the American Academy
of Pediatrics, under a grant from the Maternal and Child Health Bureau, has devel-
oped the Caring for Our Children—National Health and Safety Performance Stand-
ards: Guidelines for Out-of-Home Child Care Programs. The National Performance
Standards is a comprehensive set of recommended national standards for health and
safety of children in child care that includes training of child care providers. This
document represents a consensus of the various disciplines involved with child care,
with particular emphasis on the health specializations.

Question. Do you believe that this provision should be amended to require train-
ing and supervision for welfare-to-work activities that involve child care?

Answer. We believe appropriate training is critical for all child care providers. At
a minimum, all child care providers should meet State requirements for training
and supervision, particularly pertaining to health and safety. To create a planning
and regulatory analytical tool from the comprehensive volume of National Health
and Safety Performance Standards, the Maternal and Child Health Bureau recently
developed Stepping Stones to Using Caring for Our Children. Stepping Stones iden-
tifies those standards most needed for the prevention of injury, morbidity and mor-
tality in child care settings. Stepping Stones supports state licensing and regulators,
state child care, health and resource and referral agencies as well as other public
and private organizations that need to focus their efforts in order to target limited
resources effectively. These standards provide a critical and sensible starting point
for state administrators planning policy and regulations revisions. We recommend
that all States adopt the Maternal and Child Health Standards.

Question. Congress will be considering legislation to make technical corrections to
the welfare law. Do you plan to include changes to this provision in the Administra-
tion’s recommendations?

Answer. No, we did not propose technical corrections to require training and su-
pervision for those child care workers. While we believe training is critically impor-
tant, we did not believe that such an amendment would be considered strictly a
technical correction.

CHILD SUPPORT SAVINGS

As you know in December 1996, the HHS’ Inspector General’s (HHS-IG) office is-
sued a report regarding noncustodial parents incorrectly claiming custody of chil-
dren on Federal income tax returns. The report suggested that we could solve this
problem administratively and cost-effectively by exchanging information between
IRS and the Office of Child Support Enforcement (OSCE). Furthermore, the report
suggested that the necessary information is readily available, or will be by the end
of 1997, on most state database systems.

Question. What problems or concerns have you encountered as an administrator
of the current tax refund offset program?

Answer. The program runs smoothly and has been very productive. For tax year
1995, the Federal government collected a record of over 51 billion in delinquent
child support by intercepting income tax refunds of parents owing past due support.
The amount was 23 percent higher than the previous year, and up 51 percent since
1992.

Question. What would be the pros and cons of exchanging custodial data between
the IRS and the OCSE?

Answer. The major advantage of providing the IRS with data from the Office of
Child Support Enforcement is improved tax compliance. Such information will allow
the IRS to improve compliance with tax laws involving duplicate or erroneous claims
for dependency exemptions, earned income tax credits and head of household filing
status. We believe that the use of this data as part of ongoing revenue protection
programs could prevent a significant portion of the $1.4 billion per year that is lost
to the tax system through these inappropriate filings. We also believe that such a
program could have a significant positive effect on payment of child support on the
part of non custodial parents. Once it is made clear to these individuals that child
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support payments must be made before any tax advantages are allowed, compliance
with support orders may increase.

The main disadvantage is the administrative cost of obtaining the data and pro-
viding it to IRS. However, we believe this cost would be relatively small compared
to the savings that would be achieved. The State Child Support Enforcement agen-
cies are working toward implementing their child support management information
systems. When these systems are certified, States will have centralized, computer-
ized files containing the information needed by IRS, at least for the VI-D population.
We recommend using only data from certified systems. This will not only reduce the
cost, but will also ensure the accuracy of the data. Additionally, with the implemen-
tation of the Federal Case Registry of Child Support Orders, as required by The
Personal Responsibility and Work Opportunity Reconciliation Act of 1995 (Public
Law 104-193), some information will be available from State court orders on all de-
pendent children. Through appropriate planning, information for dependent children
can be available to aid in the construction of appropriate revenue protection pro-
grams by the IRS.

Question. What additional statutory authority would be required for OCSE, in co-
ordination with State agencies, to compile this data for use in a reimbursable pro-
gram modeled after the current child support refund offset program?

Answer. Legislation is needed to allow transmission of the necessary data to IRS
from a privacy standpoint—i.e., that the privacy of personally identifiable informa-
tion about the children and their parents would not be violated by the transfer of
data to IRS. Language could be added to minimize the amount and safeguard the
privacy of the data transmitted. Above and beyond that, requirements for OCSE to
transmit the data and for IRS to receive and use it for tax collection oversight would
also be needed.

It is important to note here that we would not necessarily recommend a program
modeled on the current child support refund offset program. The IRS is best suited
to determine the most efficient way to use this data; and we would defer to IRS
to propose the specific approach to be used.

NATIONAL INFERTILITY PREVENTION PROGRAM/CDC

The National Infertility Prevention Program currently does not allocate funding
to Regions and States in proportion to the need. For example, Region V States cur-
rently have 19 percent of the total number of women ages 14—44, yet it receives only
9 percent of the total allocation for Infertility Prevention.

Question. With the plan to expand the National Infertility Prevention Program
nationwide, how does CDC propose to allocate the funding to the Regions and States
to achieve an overall balance in funding?

Answer. The Infertility Prevention Program was initiated as a result of the Pre-
ventive Health Amendments of 1992. At that time, the CDC estimated the annual
cost of a nationwide program to reduce preventable infertility by controlling
chlaymdial infections to be $175 million. This included an estimated $90 million in
federal, public sector funds, with the recognition that a substantial portion of
chlamydia detection and treatment currently occurs in the private sector and that
an augmented public-private prevention partnership must continue into the future.

Initial chlamydia prevention efforts have been implemented in a phased approach
due to limited resources. To date, of the $90 million required for public sector cov-
erage, only $13.2 million has been appropriated to begin to build chlamydia preven-
tion efforts.

A demonstration project focusing on screening for chlamydia in reproductive age
women was initiated in 1988 in PHS Region X (AK, ID, OR, WA) and by 1995 had
reduced the rates of chlamydial infection by 65 percent. In 1994, through a combina-
tion of grants to state STD prevention programs and an interagency agreement with
the Office of Population Affairs, CDC supported expansion of the successful model
in Region X on a demonstration basis to three additional PHS regions, a total of
20 states (III—DE, DC, MD, PA, VA, WV; VII—IA, KS, MO, NE; VIII—CO, MT,
ND, SD, UT, WY). In 1995, with a total budget of $12.2 million, services were ex-
panded to initiate capacity building and small pilot projects in family planning clin-
ics for infertility prevention services in the six remaining regions (30 States). These
remaining 30 states include large, highly populated areas such as states in Region
V, as well as states such as California, New York, and Texas.

In fiscal year 1995, with a total budget of $12.2 million, Region V states (IL, IN,
MI, MN, OH, WI) received approximately $0.5 million to support initiation of the
collaborative service delivery model of providing chlamydia screening and treatment
services to women attending family planning and STD clinics. By 1997, with a total
budget of $13.2 million, Region V states will receive at least $1 million, almost a
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doubling in funding for Infertility Prevention services with very limited increases
in overall national program funding. CDC remains committed to providing increased
funds to Regions and States with the greatest unmet need for chlamydia screening
and treatment services, as new resources become available.

QUESTIONS SUBMITTED BY SENATOR BYRD
APPALACHIAN LABORATORY FOR OCCUPATIONAL SAFETY AND HEALTH

Question. What is the number of Full Time Equivalents for the Division of Safety
Research and the Division of Respiratory Disease Studies at this facility in fiscal
year 1997 and the number projected for fiscal year 1998?

Answer. The fiscal year 1997-98 Full Time Equivalents for the Divisions of Safety
Research and Respiratory Disease Studies are as follows:

FISCAL YEAR 1997-98 FULL-TIME EQUIVALENTS FOR THE DIVISIONS OF SAFETY
RESEARCH AND RESPIRATORY DISEASE STUDIES

Fiscal year—
Name of division at Morgantown Research Laboratory
1997 FTE's 1998 FTE's
Division of Safety Research 86 196
Division of Respiratory Disease Studies 125 125

1The fiscal year 1998 proposal includes +10 FTE's and $2.5 million for the firefighters initiative outlined in the Presi-
dent’s Budget.

Question. Please provide the funding level for the above mentioned Divisions in
fiscal year 1997, and the projected level for fiscal year 1998.

Answer. The fiscal year 1997-98 funding levels for the Divisions of Safety Re-
search and Respiratory Disease Studies are as follows:

FISCAL YEAR 1997-98 FULL-TIME EQUIVALENTS FOR THE DIVISIONS OF SAFETY
RESEARCH AND RESPIRATORY DISEASE STUDIES

Fiscal year—

1997 estimate President’s

Name of division at Morgantown Research Laboratory 1998
budget

$12,250,000 1$14,750,000
11,219,600 11,219,000

1The fiscal year 1998 proposal includes +10 FTE's and $2.5 million for the firefighters initiative outlined in the Presi-
dent’s Budget.

Division of Safety Research
Division of Respiratory Disease Studies

THE NEW OCCUPATIONAL SAFETY AND HEALTH LABORATORY

Question. How many Full-Time Equivalents are at this facility in fiscal year 1997,
and what is the projected number of FTE at this facility for fiscal year 1998?

Answer. As of December 31, 1996, NIOSH had filled 180 of the 303 positions au-
thorized for the advanced laboratory. Openings exist for engineers, industrial hy-
gienists, laboratory technicians, and statisticians in the Health Effects Laboratory
Division. Leadership positions have been filled, facilitating recruitment for the re-
maining positions. We anticipate that the facility will be fully staffed by the 4th
quarter of fiscal year 1997.

Question. Please furnish the funding level required for staffing and research for
fiscal year 1998 at this facility.

Answer. In the fiscal year 1998 President’s Budget a budget of $36 million and
303 FTE’s have been requested to support this facility.

NATIONAL INSTITUTE FOR OCCUPATIONAL SAFETY AND HEALTH

Question. The Senate Report accompanying the fiscal year 1997 Department of
Labor, Health and Human Services, Education, and Related Agencies Appropria-
tions bill, urges the National Institute for Occupational Safety and Health (NIOSH)
to be prepared to report to the Committee in fiscal year 1998 on implementing test-
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ing and certification of emergency response personnel. Is it feasible for NIOSH to
perform the testing and certification of personal protective clothing and equipment
for emergency personnel and firefighters?

Answer. NIOSH intends to complete its feasibility study on performing the testing
and certification of personal protective clothing and equipment for emergency per-
sonnel and firefighters by June 1.

Question. If so, at what cost?

Answer. The cost estimates are part of the feasibility study which will be com-
pleted by June 1.

SUBCOMMITTEE RECESS

Secretary SHALALA. Thank you very much, Senator.

Senator FAIRCLOTH. We will do that. I thank you for being with
us this morning.

Secretary SHALALA. Thank you very much. It is always nice to
see you.

Senator FAIRCLOTH. It has been a pleasure to talk to you. Thank
you.

The subcommittee will stand in recess to reconvene at 2 p.m.,
Wednesday, April 16 in room SD-124. At that time we will hear
testimony from the Secretary of Education, Hon. Richard Riley.

[Whereupon, at 12 noon, Tuesday, March 4, the subcommittee
was recessed, to reconvene at 2 p.m., Wednesday, April 16.]



DEPARTMENTS OF LABOR, HEALTH AND
HUMAN SERVICES, AND EDUCATION, AND
RELATED AGENCIES APPROPRIATIONS FOR
FISCAL YEAR 1998

WEDNESDAY, APRIL 16, 1997

U.S. SENATE,
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS,
Washington, DC.

The subcommittee met at 2 p.m., in room SD-124, Dirksen Sen-
ate Office Building, Hon. Arlen Specter (chairman) presiding.

Present: Senators Specter, Cochran, Craig, Byrd, Harkin, Bump-
ers, Reid, Kohl, and Murray.

DEPARTMENT OF EDUCATION
OFFICE OF THE SECRETARY OF EDUCATION

STATEMENT OF HON. RICHARD RILEY, SECRETARY OF EDUCATION
ACCOMPANIED BY THOMAS P. SKELLY, DIRECTOR, BUDGET SERVICE

OPENING REMARKS OF SENATOR SPECTER

Senator SPECTER. Good afternoon, ladies and gentlemen. It is 1%
minutes past 2 o’clock, the starting time for this meeting of the
Subcommittee on Labor, Health and Human Services, and Edu-
cation of the Appropriations Committee.

We are honored today to have the distinguished former President
pro tempore, former chairman of the Appropriations Committee,
currently the No. 2 man in seniority in the conscience of the Sen-
ate, Senator Robert Byrd of West Virginia, and I want to comment
about his presence before I do anything else which I think is the
appropriate protocol.

This afternoon our subcommittee continues its series of hearings
on the President’s fiscal year 1998 appropriations request. We are
pleased once again to welcome the distinguished Secretary of Edu-
cation, Richard Riley, to discuss the budget for the Department of
Education for the upcoming fiscal year.

The Department of Education’s budget request for discretionary
spending for fiscal year 1998 totals $29.1 billion, an increase of
$2.9 billion, or 11 percent over fiscal year 1997. Mr. Secretary, your
budget includes some new initiatives, including $5 billion for school
construction, an increase of $260 million for the America Reads
Challenge, and an increase of $300 on the maximum Pell grant

(85)
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award, an array of tax proposals, as well as increases in the core
education programs.

I look forward to working with you in the coming months to craft
an appropriations bill which maintains the commitment to a bal-
anced budget while keeping education funding at the highest pos-
sible levels.

All of the funds contained within this subcommittee’s jurisdiction
are by far most importantly directed toward the investment in edu-
cation in the Nation’s youth. Over the past several years, Senator
Harkin and I have fought the large cuts in education spending pro-
posed by the House and have worked together to increase the Fed-
eral investment in education.

PREPARED STATEMENT

There is a statement which will be included, without objection,
in the record, and we will economize on time and note the biparti-
san cooperative effort which Senator Harkin and I have made. We
added a $2.6 billion amendment in 1996 which broke the logjam to
enable the subcommittee’s bill to be enacted, and over the past sev-
eral years, Senator Harkin and I have worked jointly with the very
able staff to eliminate or consolidate some 134 programs to liberate
$1.5 billion to allocate resources on a priority basis to education
and health research, NIH, which is where I think our priorities
are, along with worker safety.

[The statement follows:]

PREPARED STATEMENT OF SENATOR ARLEN SPECTER

This afternoon, the Subcommittee on Labor, Health and Human Services and
Education continues its series of hearings on the President’s fiscal year 1998 appro-
priations requests.

We are pleased to once again welcome Secretary Richard Riley to the subcommit-
tee to discuss the budget for the Department of Education for the upcoming fiscal
year.

The Department of Education’s budget request for discretionary spending for fis-
cal year 1998 totals $29.1 billion, an increase of $2.9 billion or 11 percent over the
fiscal year 1997 amount. Mr. Secretary, your budget includes some new initiatives,
including $5 billion for school construction, an increase of $300 in the maximum Pell
grant and an array of tax proposals as well as increases in the core education pro-
grams. I look forward to working with you in the coming months to craft an appro-
priations bill that maintains the commitment to a balanced budget while keeping
education funding at the highest possible level.

Mr. Secretary, of all of the funds contained within this subcommittee’s jurisdic-
tion, by far the most, direct, rewarding, and important investment we can make is
in the education of this Nation’s youth.

Over the past several years, Senator Harkin and I have fought the large cuts in
education spending proposed by the house and have worked together to increase the
Federal investment in education. We first eliminated 126 programs within this sub-
committee’s jurisdiction that were either duplicative or had proven to be ineffective.
We then captured the funds from these program eliminations and combined them
with savings achieved in other areas of the budget. Funds were then redirected to
increase our investment in the core elementary and secondary and higher education
programs, including increasing the maximum Pell grant. In fiscal year 1996, we of-
fered the amendment on the Senate floor that broke the logjam on funding and re-
stored $1.7 billion in education funding. Then again, in fiscal year 1997, Senator
Harkin and I fought hard during consideration of the Senate budget resolution and
through the appropriations process to ensure adequate funding for education pro-
grams, yielding an increase of $3.5 billion in Federal education spending for that
fiscal year. Again this year we will continue to invest in the future of this Nation’s
youth.
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Today we are also pleased to have a second panel of witnesses who will testify
following Secretary Riley. I want to welcome to the subcommittee Governor Bob Mil-
ler of Nevada, Governor George Voinovich of Ohio, Dr. Bruce Perry, professor of
child psychiatry at the Baylor College of Medicine, and Mr. Robert Reiner of Castle
Rock Entertainment.

These witnesses will give testimony on the importance of early childhood edu-
cation with a focus on the critical formative period from birth to age three. I want
to commend you gentlemen for your hard work in this area and in launching the
“I am your child” campaign. We look forward to hearing about the efforts underway
across this Nation to promote family and community involvement in a child’s devel-
opment and the reports by early childhood experts on the research findings on brain
development for children in the very earliest stages of life. I am particularly inter-
ested to hear your views on the connection between neglected children and its con-
sequences in later years such as criminal behavior, dropping out of school and teen
pregnancy.

Senator SPECTER. I would be pleased now to yield to our distin-
guished senior Democrat, Senator Byrd.

Senator BYRD. Mr. Chairman, you are very thoughtful and cour-
teous to do so. I just came by today as an ex officio member, and
I will await a later turn.

Senator SPECTER. Fine. Thank you very much, Senator Byrd.

We have been joined by Senator Cochran who is a senior member
on this subcommittee.

PREPARED STATEMENT OF SENATOR COCHRAN

Senator COCHRAN. Mr. Chairman, thank you. I am going to put
a statement in the record with your permission and join you in wel-
coming the Secretary and thanking him for his cooperation and as-
sistance to our committee as we review this budget request.

[The statement follows:]

PREPARED STATEMENT OF SENATOR THAD COCHRAN

Mr. Chairman, the administration’s proposal that every child in America should
be able to read well and independently by the end of third grade is laudable. We
recognize the necessity of basic reading skills in order to meet life challenges in a
more confident and successful manner.

I am disturbed by the data that suggest at least 40 percent of our children are
not reading as well as they should by the end of third grade. Additionally, research
studies show that fewer than one child in eight who is failing to read by the end
of first grade ever catches up to grade level.

In 1985, responding to parents, teachers and other child advocates, the Health Re-
search Extension Act (Public Law 99-158) was passed by Congress and signed into
law by the President. As a result of the act, the National Institute of Child Health
and Human Development (NICHD) initiated a collaborative research network with
multidisciplinary research programs to study genetics, brain pathology, developmen-
tal process and phonetic acquisition. NICHD has spent over $100 million to follow
about 2,500 young children in rigorous scientific research to understanding not only
the causes but the consequences of reading problems and related cognitive difficul-
ties.

The results are in. The bitter debate over “whole language approach” vs. “phonetic
drill approach” need not continue.

NICHD'’s results conclude that both literature and phonics practice are necessary
for impaired and unimpaired children alike. Techniques for early identification of
problem readers and intervention strategies are now known as a result of this re-
search, but many administrators, teachers, tutors, and parents are not aware of the
key principles of effective reading instruction.

The NICHD findings underscore the need to do a better job of teacher training.
Researchers found that fewer than 10 percent of teachers actually know how to
teach reading to children who don’t learn reading automatically.

I hope the administration will include in its reading initiative the NICHD re-
search findings and help ensure they are used in federally supported education pro-
grams.
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SUMMARY STATEMENT OF HON. RICHARD RILEY

Senator SPECTER. Secretary Riley, we welcome you again. It has
been a pleasure to work with you for the past—this is the fifth year
of your secretaryship, and it has been a cordial, cooperative work-
ing relationship and we look forward to that again this year. The
floor is yours. Your full statement will be made a part of the
record, and you may proceed as you choose.

Secretary RILEY. Thank you very much. If I could do that, Mr.
Chairman, and Senator Byrd, Senator Cochran.

CARNEGIE FOUNDATION TASK FORCE ON YOUNG CHILDREN

I am pleased, of course, to answer any questions you have asked
in your letter about early childhood education, which of course is
something that I have taken a great interest in. And I would point
out to you, Mr. Chairman, that I was the chairman of the Carnegie
Corporation Task Force on meeting the needs of young children
that you referred to in your letter. I had to give that chairmanship
up when I took this job and I had to give up about everything else
I belonged to also. [Laughter.]

But I have been seriously involved in that issue of early child-
hood for a long time.

I am also pleased to say that the President and the First Lady
have also been deeply involved in early childhood issues. I actually
first worked with the First Lady on the southern regional edu-
cation board task force on infant mortality over 15 years ago, and
the upcoming White House Conference on Early Childhood is a cul-
mination of a lot of years of concern and effort on the part of the
President and the First Lady.

FISCAL YEAR DEPARTMENT OF EDUCATION BUDGET REQUEST

Now let me turn to the education budget. For fiscal year 1998,
we are asking for a total of $29.1 billion, as you indicate, in discre-
tionary funds, an increase of $2.9 billion, or 11 percent, over the
1997 level, of course, all that being part of the balanced budget pro-
visions sent by the White House.

NEW BUDGET INITIATIVES

This budget request seeks to respond to recordbreaking enroll-
ment increases with a significant investment for two new initia-
tives, the America Reads Challenge and the school construction ini-
tiative.

President Clinton is also proposing tax cuts that would save stu-
dents and families an estimated $36 billion in postsecondary edu-
cation expenses over a 5-year period.

GOALS 2000—RAISING EDUCATIONAL STANDARDS

Our effort to improve education begins with a focus on high
standards. We are requesting $620 million for our Goals 2000 Pro-
gram, an increase of $129 million over 1997. I would like to thank
you, Mr. Chairman, especially for your leadership in making Goals
2000 be effectively used in all 50 States. Your leadership was very
helpful in that. The standards movement I am absolutely convinced
is one of the most important things that this country could move
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forward with. We are doing it in all 50 States. Goals 2000 serves
that purpose directly, and I am very proud of that and I appreciate
your leadership in doing it.

Goals 2000 also has an early childhood connection that often goes
unnoticed. We have established 28 parent resource centers, includ-
ing one in Washington, PA, that allow parents in poor areas to help
other parents to be better parents. This type of assistance is a very
direct way to help new parents in their children’s preschool years,
and we plan to open 14 more of these centers this year.

AMERICA READS CHALLENGE

Another way that we are trying to raise standards is to maintain
a strong focus on reading and literacy. We want all of our young
people to be reading well by the end of the third grade. That is why
we are proposing the America Reads Challenge, led by Carol Rasco,
and my submitted testimony outlines our budget request in some
detail.

I believe there is a strong link between this initiative and the
new thinking on early childhood development. The years before a
child arrives at school cannot be spent in just any fashion. It is not
simply a waiting period before a child is dropped off at school one
day to start learning. It does not work that way. Good parents do
make a powerful difference. To my way of thinking, it makes a
great deal of sense to have the parents as first teachers component
of our America Reads Challenge.

When I was Governor of South Carolina back in the 1980’s, we
found that 40 percent of our entering first graders were simply not
ready for academic work. Perhaps not coincidentally we also found
about 40 percent of all of our students were dropping out of school
before graduating from high school. There was a direct connection
there that got our attention.

INCREASES FOR PROGRAMS THAT DEVELOP READING SKILLS

I want to emphasize that the assistance offered through the
America Reads Challenge supplements the reading instruction pro-
vided in the regular classroom, and that is why we have asked for
increased support for existing programs that make a significant
contribution to improving reading skills such as title I, Even Start,
bilingual education, adult literacy, and special education.

TITLE 1

For title I, we are asking for $7.5 billion, an increase of $347 mil-
lion. Here again we have a very strong link to early childhood de-
velopment. Our whole school approach in title I allows schools to
help with the transition from Head Start to kindergarten and the
first grade. Research from our Even Start Program tells us that
children whose parents have taken parenting education increased
their vocabulary. In addition, our early intervention efforts under
IDEA, the Infants and Families Program, will enable us to reach
some 191,000 children with disabilities.
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NATIONAL VOLUNTARY TESTING PROGRAM

Another strong focus in our effort to raise standards is our pro-
posal for challenging but voluntary testing in fourth grade reading
and eighth grade mathematics. Right now 40 percent of our young
children are not reading as well as they should, and this Nation
is below the international average when it comes to eighth grade
math.

The test will be based on the widely accepted fourth grade Na-
tional Assessment for Education Progress—NAEP—in reading, and
the eighth grade NAEP and TIMSS—the international math and
science test—in mathematics. That eighth grade test would include
algebra.

PROFESSIONAL DEVELOPMENT AND TEACHING STANDARDS

Better teaching is also high on our agenda. We cannot raise
standards unless we have better teachers, and that is why we are
including $360 million for our Eisenhower Professional Develop-
ment Program, up $50 million from 1997.

We are also asking for a $16 million increase for the National
Board for Professional Teaching Standards. We want 100,000 mas-
ter teachers in our Nation’s classrooms. And that is why I will be
hosting a national forum this week in attracting and preparing and
retaining teachers for the 21st century. As a nation we have a very
real question before us: How do we improve the quality of teaching
at a time when we have to raise quantity? Two million new teach-
ers in the next 10 years must be trained. Too often in the past we
have lowered teaching standards to meet the demand for more
teachers, and now is the time to get it right, to step back and
rethink how we recruit, prepare, and support America’s teachers.

EDUCATIONAL TECHNOLOGY AND INNOVATION

A third strong emphasis in our budget is technology and innova-
tion. We are requesting $500 million to support educational tech-
nology.

CHARTER SCHOOLS

The President’s budget also doubles funding for public school
choice through our support of charter schools. A $100 million re-
quest would support the start-up for as many as 1,100 new schools
created by teachers and parents and other community members.

SCHOOL CONSTRUCTION INITIATIVE

Finally, I urge the Congress to recognize that many school dis-
tricts are very hard pressed because of rising enrollments I referred
to. You do not get a lot of learning done when 30 to 40 young peo-
ple are crowded into a single classroom and often with a roof leak-
ing or whatever. That is why the President is requesting a one-
time appropriation of $5 billion in 1998 to jump start school con-
struction. Our goal is to stimulate at least $20 million in new con-
struction or renovation projects.
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FEDERAL PELL GRANT PROGRAM

Now, let me turn one moment to higher education. President
Clinton seeks to significantly expand college access for low-income
students, while providing new help to that part of the middle class
that seems to have been forgotten and is struggling to pay for col-
lege. The request includes $7.6 billion, an increase of $1.7 billion,
or 29 percent, to support two significant changes in the Pell Grant
Program.

The first is an increase in the maximum Pell grant award to an
all-time high of $3,000, up from $2,700 in 1997.

The second is an expansion of the eligibility of independent stu-
dents with no dependents, and this will allow an additional 218,000
students to be eligible to participate in the Pell Grant Program.

POSTSECONDARY TAX PROPOSALS

The President’s budget also includes two major tax initiatives
that together would save more than 12 million postsecondary stu-
dents and their families an estimated $4 billion in 1998.

American’s HOPE scholarship proposal would help make 2 years
of postsecondary education universally available by providing a tax
credit of up to $1,500 a year during the first 2 years of college.

President Clinton is also offering a middle-income tax deduction

roposal that would allow students and families to deduct up to
55,000 in postsecondary tuition and fees from their taxable income,
and this deduction would rise to $10,000 under this proposal in
1999. More than 8 million students would benefit from the tax de-
duction in 1998, with total savings reaching $17.6 billion by 2002.

Our data tells us that low- and middle-income students are less
likely than higher income students to earn bachelor’s degrees with-
in 5 years. One of the main reasons these students drop out of col-
lege is the lack of money. What we have here is a forgotten part
of the middle class I referred to that could use our help.

Other postsecondary education priorities include a $27 million in-
crease for work-study, an additional $25 million for TRIO to sup-
port almost 37,000 more aspiring students, and our $6 million re-
quest for the Advanced Placement Fee Program that will allow
inany more low-income students the opportunity to reach for excel-
ence.

PREPARED STATEMENT

In conclusion, I point to history in considering our proposed in-
vestment in education. For most of the industrial age, we used the
Tax Code to encourage business to invest in plant and equipment.
For the information age, what I call the education age, I believe we
should provide incentives, including tax incentives, that encourage
people to invest in themselves by getting a quality education. This
type of investment policy, Mr. Chairman and members of the com-
mittee, is the best insurance we can have for long-term economic
growth and a growing middle class that is eager to participate in
our free enterprise system and strengthen our democracy.

Thank you, Mr. Chairman. I will be happy to respond to ques-
tions.

[The statement follows:]
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PREPARED STATEMENT OF RICHARD W. RILEY

Mr. Chairman and Members of the Subcommittee, I am pleased to have this op-
portunity to talk about the President’s 1998 budget request for the Department of
Education. I have a statement that I would like to submit for the record, Mr. Chair-
man, and then I will briefly summarize it for the Subcommittee.

Let me begin by saying how pleased I am that education is a top priority for both
President Clinton and the Congress. The Nation is already responding to the Presi-
dent’s call for action on education in his State of the Union address, and I believe
that we here in Washington need to give the American people as much help as we
can in their efforts to demand more of schools and students.

This is my fourth Congressional hearing this year, and I have been greatly im-
pressed by the broad and bipartisan agreement among Members in both Houses of
Congress on what we need to do in education. The President’s commitment to high
standards; expanding public school choice; safe, disciplined, and drug-free schools;
bringing technology into the classroom; improving the quality of teaching; and in-
creasing access to postsecondary education is shared by nearly everyone.

There are, of course, some differences on how best to achieve these goals, but they
are not insurmountable differences and I am hopeful that we will work together this
year in a bipartisan fashion to move the country forward in education.

THE PRESIDENT’S REQUEST

I have often said that money alone is not the answer to the challenges we face
in education. Motivated students, talented teachers, and supportive parents and
communities are what really leads to outstanding performance in the classroom. But
money makes a difference too, particularly at a time when a record number of stu-
dents are in our Nation’s classrooms. This is the Education Age, and America must
have an education budget right for the times.

The President’s budget lives up to our education challenge. For fiscal year 1998,
the President is asking for a total of $29.1 billion in discretionary funds for the De-
partment of Education, an increase of $2.9 billion or 11 percent over the 1997 level.

The President’s budget also includes a significant investment of mandatory funds
for two new initiatives: the America Reads Challenge and the School Construction
initiative. And to complement the education funds in our budget and help Ameri-
cans pay for college, President Clinton is proposing tax cuts that would save stu-
dents and families an estimated $36 billion over five years.

The President’s budget directs new resources into four priority areas: putting
standards of excellence into action, improving reading for all Americans, providing
help to schools and students with special needs, and expanding access to higher edu-
cation.

PUTTING STANDARDS OF EXCELLENCE INTO ACTION

As I said in my State of American Education speech earlier this year, it is not
enough to have high expectations or set challenging standards. We must put stand-
ards of excellence into action. This is the first priority of the President’s budget for
education.

Over the past four years, President Clinton has worked with Congress to build
bipartisan support for effective assistance to states and communities using stand-
ards of excellence to improve their schools. The 1998 budget would expand this as-
sistance.

For Goals 2000, the cornerstone of Federal support for schools and communities
that are working to raise standards, we are requesting $620 million, or $129 million
over the 1997 level. This increase would permit grants to an estimated 16,000
schools, or one-third more than the 12,000 currently receiving Goals 2000 assist-
ance.

We are also requesting $6 million for the Advanced Placement Fee program. This
program would support higher academic standards by paying some or all of the cost
of advanced placement tests for low-income students, thus encouraging these stu-
dents to challenge themselves and take tough courses.

The President’s budget includes $400 million for School-to-Work Opportunities,
$200 million each from the Departments of Education and Labor. These funds would
help all 50 States to fully implement their strategies for preparing students for work
and further education.

In addition, we would nearly double funding for Educational Technology. The
$500 million request emphasizes linking rural and inner-city schools to the Internet,
and would help us reach the President’s goal of connecting all schools to the Infor-
mation Superhighway by the year 2000.
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The President’s budget would promote innovation and accountability and expand
the range of choices available to parents and children within public school systems
by nearly doubling funding for Charter Schools. The $100 million request would
support planning and start-up costs for as many as 1,100 new schools created by
teachers, parents, and other community members.

We also are seeking new resources to improve the quality of teaching. The request
includes $360 million for Eisenhower Professional Development State Grants, up
$50 million over 1997, to help teachers better deliver instruction in the core sub-
jects. And the budget would provide a $16 million increase for the National Board
for Professional Teaching Standards to greatly speed up the development of stand-
ards and assessments in over 30 teaching fields. This increase also would enable
teachers to go through the rigorous National Board evaluation process—a key step
in identifying and rewarding master teachers.

One of the most important proposals for putting standards of excellence into ac-
tion—one that did not make it into our budget documents but about which you are
well aware—is the plan to develop and support the administration of new national
tests in 4th-grade reading and 8th-grade mathematics.

As you know, President Clinton announced this plan in his State of the Union
address to the Congress. The decision to support such testing was made after our
1998 budget documents had gone out for printing, and reflects the President’s con-
viction that after much emphasis on higher standards in recent years, it was time
to put such standards into action in every State, school district, and school.

President Clinton believes that we will never reach standards of excellence until
we have “recognized high standards for math and science and other basic subjects
that are national in scope, measured by national and international standards,
adopted locally, implemented locally, but nationally recognized and nationally tested
throughout the United States.” And while he acknowledges that Federal involve-
ment in such testing should be limited, he doubts that it will happen “unless we
get out here and beat the drum for it and work for it.”

As a result, we are now proposing to use 1997 and 1998 funding available through
the Fund for the Improvement of Education (FIE) to develop and begin pilot-testing
of the national tests in reading and mathematics. FIE funds for this purpose will
be reallocated from planned development assistance to States working on their own
assessments. Additional funding to support full administration of the tests by the
States in the spring of 1999 will be included in the 1999 budget request.

The tests will be based on the widely accepted National Assessment of Edu-
cational Progress (NAEP), with the math test also linked to the Third International
Mathematics and Science Study. The Department has been seeking guidance in de-
veloping the tests from parents, teachers, governors, and State and local leaders.
These tests will show how well students are meeting rigorous standards and how
well they compare with their peers around the country and the world. They also will
help parents know if their children are mastering critical basic skills early enough
to succeed in school and in the workforce.

I hope we do not cloud our children’s future with arguments that are not really
relevant about Federal government intrusion. Reading is reading and math is math,
as Governors in Michigan, Maryland, and North Carolina have recognized by al-
ready accepting the President’s challenge to participate in these voluntary national
tests. I urge you to join me in encouraging other states and school districts to follow
their example. Many of our children, schools, and States may not make the grade
at the beginning, but these tests will be a very serious tool for showing them where
and how they need to improve.

HELPING ALL AMERICANS TO READ WELL

Our second priority is helping all Americans to read well. Learning begins with
reading, but 40 percent of fourth graders read below the “Basic” level on the NAEP
reading test. Research shows that if students can’t read well by fourth grade, their
chances for later success in school are significantly reduced.

The goal of the America Reads Challenge is to ensure that all children read well
and independently by the end of the third grade. The President’s budget includes
$260 million in mandatory funding for two components of the Challenge: America’s
Reading Corps and Parents as First Teachers. We plan a total of $1.75 billion for
this initiative over the next five years, with the Corporation for National and Com-
munity Service contributing an additional $1 billion.

Most of the funds would be used to begin enlisting and training one million volun-
teer tutors for the Reading Corps, who would work with teachers and provide read-
ing assistance after school, on weekends, and during the summer for children in
grades K-3 who need assistance.
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I want to emphasize here that the assistance offered through the America Reads
Challenge would supplement the reading instruction provided in the regular class-
room. We will continue to support existing programs that make a significant con-
tribution to improving reading skills, such as Title I and Special Education. Our
budget includes increases for each of these programs.

A Parents as First Teachers component of America Reads will support programs
that assist parents in helping their children to read. These programs put a strong
emphasis on helping children before they enter school. And that is so important, be-
cause new scientific findings about the brain tell us that it is essential for children
to start learning as early in life as possible. Before I came to the Department of
Education, I had the privilege of serving as chairman of the Carnegie Foundation
Task Force that collected these findings in a report called Starting Points: Meeting
the Needs of Our Youngest Children.

I was especially pleased, therefore, to learn that you will be discussing early child-
hood development with a panel that follows my testimony, because I believe this
new research has important implications for how we teach our children. The White
House Conference on Early Childhood Development and Learning that begins to-
morrow will also help to raise awareness of how critical the early years are for
learning.

This conference builds on President Clinton’s investment in children and families,
which has included a 25-percent increase in children’s research at the National In-
stitutes for Health, a 43-percent increase in funding for Head Start, and raising par-
ticipation in the Woman, Infants and Children Supplemental Nutrition Program by
1.7 million or 30 percent.

At the Department of Education, we have increased funding for the Special Edu-
cation Infants and Families program by 48 percent, helped to establish Parent Infor-
mation and Resource Centers in 42 States, and encouraged greater understanding
of the important role families play in education through our Partnership for Family
Involvement in Education.

I think we have made a good start in supporting the child development and learn-
ing in the earliest years, but I am certain that the White House Conference—as well
as this afternoon’s hearing—will suggest additional steps we might take in this im-
portant area. I welcome those suggestions, and would be pleased to work with the
Committee to help make sure our youngest children receive the support they need
for later success in school.

The 1998 request also provides increases for other programs focused more specifi-
cally on reading. We are seeking a $6 million increase for Even Start, for a total
of $108 million. This would expand local family literacy programs that combine
early childhood education for preschool children with instruction in basic literacy
skills for their parents.

Our $199 million request for Bilingual Education, up $42 million from the 1997
level, would help ensure that students who speak a language other than English
receive the extra help they need to learn to read English. And a $42 million increase
fcl){rﬁ%dult Education State Grants would help adult Americans improve their literacy
skills.

EXTRA HELP FOR SCHOOLS AND STUDENTS WITH SPECIAL NEEDS

All across the nation, schools are struggling to make room for new students while
they provide services for students with special needs. These students include low-
achieving and limited-English-proficient students, and students with disabilities.
Helping these schools and students is the third priority in our 1998 budget request.

For Title I Grants to Local Educational Agencies, we are asking for $7.5 billion,
an increase of $347 million, to help low-achieving students in the poorest school dis-
tricts meet the same challenging standards expected of all children. The request
would target a larger share of Title I resources on communities and schools with
the highest concentrations of children from low-income families.

The budget would provide $3.2 billion for Special Education Grants to States, an
increase of $141 million or 4.5 percent over the 34-percent increase in 1997. The
request would help States cover the increased costs of serving additional children
with disabilities.

We also recognize the additional costs faced by school districts that serve large
numbers of recently arrived immigrant students. To help districts pay these costs,
the request includes $150 million for Immigrant Education, a $50 million or 50-per-
cent increase over the 1997 level.

Children cannot be expected to reach high standards in schools where they are
threatened by drug abuse and violence. To help fight these threats, we are asking
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for $620 million for the Safe and Drug-Free Schools programs. This is an increase
of $64 million, or nearly 12 percent, over the 1997 level.

I want to be clear here that I am very concerned about the enormous variation
in the effectiveness of the drug prevention activities funded by this program. Our
schools must do a better job of getting the anti-drug and anti-violence message
across to young people. We know a lot about what works when it comes to drug pre-
vention, and we also know that the proven models are not being used as much as
they should. That is why we are proposing appropriations language for the Safe and
Drug-Free Schools program that would require the use of proven, research-based ap-
proaches to drug and violence prevention.

The Department also is proposing a new initiative to support safe learning envi-
ronments for our children. The $50 million After-School Learning Centers program
would help hundreds of rural and inner-city public schools stay open after school
hours and serve as safe, neighborhood learning centers where students can do their
homework and obtain tutoring and mentoring services.

In addition, the President is requesting a one-time appropriation of $5 billion in
1998 to stimulate state and local efforts to repair and modernize school facilities,
particularly in urban areas, which often have the greatest need.

The new School Construction initiative would pay for up to half the interest on
school construction bonds or similar financing mechanisms, with a target of stimu-
lating at least $20 billion in new construction or renovation projects. Projects could
include emergency repairs to ensure health and safety, technology upgrades, build-
ing new schools to serve growing enrollments, ensuring access for disabled individ-
uals, and improving energy efficiency.

MAKING COLLEGE MORE AFFORDABLE

The point of our efforts to put standards of excellence into action, improve read-
ing, and help students with special needs is to raise our expectations of educational
achievement for all Americans. As a result, more and more people will be reaching
for higher education to meet their educational and career goals. That is why the
fourth priority in our 1998 budget is to make college more affordable.

President Clinton is proposing a combination of budget and tax initiatives for
1998 that would significantly expand college access for lower-income students, while
providing new assistance to working families and middle-class families struggling
to pay for college.

The request includes $7.6 billion, an increase of $1.7 billion or 29 percent, to sup-
port two significant changes in the Pell Grant program. The first is an increase in
the maximum Pell Grant award to an all-time high of $3,000, up from $2,700 in
1997. The second is an expansion of the eligibility of independent students with no
dependents. This need-analysis change would make 218,000 additional independent
students—generally defined as over age 24—eligible for Pell Grants.

We also are proposing changes to the student loan programs that would save bil-
lions of dollars for both students and taxpayers. Our proposal would cut origination
fees from 4 percent to 2 percent for need-based loans, and to 3 percent for other
loans, thus saving 4 million low- and middle-income students $2.6 billion over five
years. We would further reduce Federal and borrower costs by lowering the interest
subsidy to lenders and the interest rate for students by 1 percentage point during
in-school, grace, and deferment periods—when lender costs are very low. Finally, we
would save taxpayers $3.5 billion over five years by streamlining the guaranty agen-
cy system to clarify the federal government’s role as sole guarantor of all student
loans and by linking agency fees to performance in collecting on defaulted loans.

In addition to these changes in Department programs, the President’s budget in-
cludes two major tax initiatives that together would save more than 12 million post-
secondary students and their families an estimated $4 billion in 1998.

The America’s HOPE Scholarship proposal would help make two years of post-
secondary education universally available by providing a tax credit of up to $1,500
each year during the first two years of college. Students would have to stay drug-
free and maintain at least a “B-minus” average (2.75 GPA) to qualify for the tax
credit in their second year of postsecondary study. We expect 4.2 million students
to benefit from HOPE Scholarships in 1998, with total savings to students and fami-
lies reaching $18.6 billion by 2002.

President Clinton is also proposing an education and job training tax deduction.
This would allow students and families to deduct up to $5,000 in postsecondary tui-
tion and fees from their taxable income. The deduction would rise to $10,000 in
1999. More than 8 million students would benefit from the tax deduction in 1998,
with total savings reaching $17.6 billion by 2002.
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Some have argued that HOPE Scholarships would do little to increase access to
postsecondary education, and instead would merely subsidize those who would at-
tend college anyway. I believe such critics are ignoring evidence that we need to im-
prove access to college for both low- and middle-income students, who have much
lower rates of participation in postsecondary education than higher-income students.
In 1994, only 45 percent of high school graduates from low-income families and 58
percent from middle-income families went directly to college, compared to 77 percent
of students from high-income families.

Our data also show that low- and middle-income students are less likely than
higher-income students to earn bachelor’s degrees within 5 years, and one of the
main reasons that students drop out of college is lack of money. HOPE Scholarships
can help close both of these gaps—in access and completion—by changing the expec-
tations of many Americans who still do not consider a college education to be within
their reach and by putting more resources into the hands of students and families.

Other postsecondary education priorities in the Department of Education’s budget
include a $27 million increase for Work-Study to keep us on course toward funding
1 million work-study jobs by the year 2000, a $25 million increase for TRIO to pro-
vide outreach and support services to almost 37,000 more students, and $132 mil-
lion to give Presidential Honors Scholarships to the top 5 percent of graduating stu-
dents in every high school in America.

CONCLUSION

The President’s 1998 budget request supports real and dramatic improvement in
education at all levels. I believe the Nation is ready to do what needs to be done
to raise educational achievement for all Americans to the levels needed for success
in the 21st century. This budget will help, and I hope you will give it your fullest
consideration.

Thank you, and I will be happy to respond to any questions.

INTRODUCTION OF ASSOCIATE

Secretary RILEY. Let me point out Tom Skelly, who is with me,
my Director of Budget Service.

Senator SPECTER. Thank you very much, Mr. Secretary, and we
welcome Mr. Skelly here again.

Mr. Secretary, we have a great many questions for you. As usual,
our time is going to be limited.

We are having an unusual second panel today which we are fea-
turing with Gov. Bob Miller who currently serves as chairman of
the National Governors Association, along with Gov. George
Voinovich—Governor Miller from Nevada, Governor Voinovich from
Ohio—along with Dr. Bruce Perry and Mr. Rob Reiner, chair and
founder of the I Am Your Child Program. Mr. Reiner is in town for
other activities today and activities tomorrow at the White House,
and we thought this would be a good opportunity to focus on the
issue of education for the very young.

We will proceed now with 5-minute rounds for the members.

EARLY CHILD DEVELOPMENT RESEARCH FINDINGS

My first question to you, Mr. Secretary, relates to this growing
body of information that children have fairly developed aptitudes
by the age of 3, which I found somewhat surprising. I focus with
particularity on two grandchildren which my wife and I were re-
cently the beneficiaries of: Sylvi, 3; and Perry, 1. Their mother is
a product of the new age and has them in school already. Perry at
1 goes to music school. I would like your insights into that ap-
proach.

Secretary RILEY. Well, I think the fascinating research that was
recently documented in several major magazines and newspapers
and TV articles of all kinds very clearly shows the importance of
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brain development at a very early age. I guess it ought not to be
such a shock to us, the fact that hundreds of thousands of these
positive connections develop for young children in their brains
when they have the kind of nurturing, the kind of attention that
your children and my children are giving to our grandchildren. It
is very exciting research and findings.

Our Department, when we reauthorized OERI, Mr. Chairman,
provided for an Institute on Early Childhood, and there is now a
National Center to Enhance Early Development and Learning
working under that institute which we think will provide some
very, very helpful additional information. It is looking at some of
the specifics, the connection between this early stimuli and how it
impacts kindergarten and school and thereafter. So, I am very in-
terested and excited about it.

TAX INITIATIVES

Senator SPECTER. Mr. Secretary, I applaud the initiatives on tax
credits and tax deductions. Those will, of course, go to the Finance
Committee, but I think that it is very important to set the founda-
tion so that every young man and young woman who wants to go
to college and graduate school can do so, with education being our
best capital investment, and beyond the young people, adult edu-
cation as well.

I also commend the addition on charter schools, all within the
public school system, as a supplement to provide some competition
with the public school systems.

PUBLIC SCHOOLS’ USE OF PAROCHIAL SCHOOLS’ FACILITIES

We have a great many questions, Mr. Secretary, which we are
going to be submitting for the record, and in the remaining time
on my round, I want to explore with you a subject that is con-
troversial but, I think, has very substantial potential, if it can be
worked out, and it relates to a request which the Congress made
to your Department to provide a report on public urban schools and
the possibility of utilizing facilities from parochial schools.

To summarize in a nutshell, within the past year Cardinal
Bevalaqua of Philadelphia visited me on another subject and raised
the issue about 25,000 vacant seats in the parochial schools of
Philadelphia where the average cost of education is $7,000. The
Cardinal stated that he would be willing to make those seats avail-
able to public school children for $1,000. That was at about the
same time that New York City with Mayor Guliani was considering
a similar proposal.

There has been some suggestion that the parochial schools would
take the most difficult of the public school children to educate. An-
other suggestion is to take them by lottery.

The issues are complex, obviously, on the question of separation
of church and state. Ultimately New York City has proceeded with
this program with public funding—with private funding, rather, as
opposed to public funding. There are some cases, none really dis-
positive of this kind of a complex issue, suggesting that public
funds may be used in certain ways.

I know you are going to be submitting a more detailed response
by the September date which we had requested, but I would be
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ve(riy much interested in your preliminary thinking on that subject
today.

Secretary RILEY. Well, I think the determination in New York,
as you point out, was that they had some real concern about public
funds being used to pay for scholarships into parochial schools.

I strongly believe in quality private and parochial schools, and
we work very closely with them in a lot of ways through title I, and
we are trying in every way we can to make that more workable and
to make it work better for them.

You have to be very, very careful with the constitutional issue in
my judgment, Mr. Chairman, on that particular issue. When you
get into private funds, that is a different situation. Private funds—
people can do basically what they want to do with them. But again,
if you go into public schools and you are talking to students and
parents who might not be well educated, with the idea of moving
them from a public school into a parochial school, really again, I
think you have to be very careful with regard to having them in-
volved in a religious learning experience.

S‘;enator SPECTER. Do you think there is a way it can be worked
out?

Secretary RILEY. I think with private funds. It is a very interest-
ing question, and I think all of us need to be pondering that. But
how you choose the students, how they end up there, and whether
they belong to that religion or not, are issues that are central to
the question when you are taking kids out of a public school setting
and putting them in a private or parochial setting. So, I wish I
could answer yes or no. I would say this, I would have very serious
concerns about how it is done to make sure the constitutional issue
is avoided.

Senator SPECTER. Thank you very much, Mr. Secretary.

The Senator from West Virginia, Mr. Byrd.

Senator BYRD. Mr. Chairman, if I might suggest, I will wait until
the member of the subcommittee has reached his turn.

o S%nator SPECTER. Very well, the Senator from Mississippi, Mr.
ochran.

OPENING REMARKS OF SENATOR COCHRAN

Senator COCHRAN. Mr. Chairman, one of the issues that I think
we are all aware of and would like very much to work to influence
is the problem of college costs and the difficulty that continues to
mount for parents and students alike to meet these ever-increasing
costs. I have been impressed with the administration’s attention to
this, even though I do not agree with the limited approach it is tak-
ing to deal with it with the tax changes which do not seem to have
enough support in the Congress to make it into law. But I do ap-
plaud the effort and the leadership to cause others to look at alter-
natives.

PREPAID TUITION PLANS—ONE ANSWER TO RISING COST

One of the alternatives is a prepaid tuition program which I
know the Secretary is aware of. Our State of Mississippi has just
passed legislation to authorize a prepaid tuition program where
you can pay current costs by joining the program now and so that
increases over the future years will not work to make it impossible
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for those who have children who will be college age later to meet
those costs.

INCREASE IN TUITION VERSUS MEDIAN INCOME

Here is, in a nutshell, the problem. Over the last 15 years, I am
told that college tuition costs have increased 234 percent while me-
dian income has increased only 82 percent. In our State the cost
of just 1 year at a 4-year college rose 215 percent between 1985
and 1995.

MISSISSIPPI’'S PREPAID TUITION PLAN

Under this new tuition plan, I think we are going to see a lot
more participation by parents and the business sector in helping to
encourage early investments in college education, helping to make
it possible for more students to get a college education.

We are introducing legislation here that will make the internal
buildup of value of those funds tax-free, much like an IRA, and we
hope that will be a big help too.

I wonder whether or not this kind of initiative is the kind of ini-
tiative the administration is supporting and what efforts you are
making to try to help encourage other States to do like our State
and 16 others have done to put this kind of law on the books.

Secretary RILEY. Well, the answer, Senator, is absolutely we
favor prepaid plans. You have to be careful about how those are
done. States have done them differently, some working very well,
some working fairly well. So, we would be very happy to provide
technical kinds of advice to States on how to set these plans up and
would advise Congress on any benefit here. But I strongly would
favor the tax-free approach that you refer to. I think that makes
great sense.

FEDERAL STUDENT AID APPROACH

I would urge you to look at our full higher education approach.
Pell grants cover the very poor, as you well know, and are kind of
the backbone of really all Americans having some chance to go to
college. To extend this we have proposed a Pell grant increase and
an eligibility expansion. Then on top of that, where the Pell grant
lets off, we have the HOPE scholarship, which is a $1,500 tax cred-
it, to cover middle-income students, and then after 2 years, the up
to $10,000 tax deduction for lifelong learning.

If you take those three as a package and put with them efforts
to encourage savings, as you propose, and the prepaid tuition
plans, which are very helpful, and then the IRA changes which
make great sense too—to expand upon those so you can withdraw
funds without penalty—I think it will go a long way toward helping
all Americans have a good chance at college. So, I would urge you
to take another look at those.

AMERICA READS CHALLENGE AND NICHD RESEARCH RESULTS

Senator COCHRAN. Well, we will review them very carefully.

In connection with the administration’s reading initiative, I hope
that you will look at the results of research that was done by the
National Institute of Child Health and Human Development. This
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was done after a bill was passed in 1985 called the Health Re-
search Extension Act. It resulted in collaborative research to study
genetics, brain pathology, developmental processes, and other mat-
ters to try to learn more about how young children learn to read
and why some of them do not, why some do it better than others;
$100 million has been spent on that research and 2,500 young chil-
dr(?in were studied in a way that no other research has undertaken
to do.

But anyway, the point is: techniques for early identification of
problem readers and intervention strategies are now known as a
result of this research, but many administrators—I would say very
few—or teachers or parents or tutors know about these results or
are aware of what the key principles are that were developed so
that effective reading instruction can occur.

I hope that any effort to push the reading initiative, again a sub-
ject which is very important—I hope the administration will in-
clude the research findings by the NICHD in any federally sup-
ported instruction programs that you support.

Secretary RILEY. Well, thank you, Senator, and that is a solid
suggestion. Carol Rasco, I am told, has met with the researchers,
and she is very much involved in that. She is heading up the Amer-
ica Reads Challenge, and she is very much into that and I will be
myself. That is a grand suggestion.

NATIONAL WRITING PROJECT AND TEACHER TRAINING

Senator COCHRAN. The only other question I have is a complaint
about your failure to put in the budget the national writing project.
This is a project that the National Council of Teachers of English
recognized last year as one of the most successful teacher training
programs in America; 44 States have sites. It was funded several
years ago as a result of a bipartisan congressional initiative which
we started here in the Senate and the House went along with it.

We hope you will take another look at that. We are going to try
to convince this committee and others in Congress to support fund-
ing. It is a modest amount of money, but I get the impression that
the administration does not put money in the program in its budg-
et just because it did not think it up. It was a congressional initia-
tive. But it is a really fine program from everything I have heard
about it, and I hope the administration will take a close look at our
suggestion.

Secretary RILEY. Well, thank you. Senator, as you know, we had
it zeroed out by our recommendation some 4 years ago. Our empha-
sis this year has been on reading, really, and math, but again

Senator COCHRAN. This is teaching them how to read. This is
teacher inservice training based on research that was done by this
study that I talked about.

Secretary RILEY. And it was just a $2 million program.

Senator COCHRAN. That is right. It is small, $3.8 million, but it
is modest.

Thank you, Mr. Chairman.

Senator SPECTER. Thank you very much, Senator Cochran.

We have been joined by our distinguished ranking member. We
will call on Senator Harkin for an opening statement and a 5-
minute round of questioning.
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PREPARED STATEMENT OF SENATOR HARKIN

Senator HARKIN. Mr. Chairman, thank you very much. I apolo-
gize for being a little late, and I will not take the time to read my
statement. I will just ask it be made a part of the record.

Senator SPECTER. Without objection.

[The statement follows:]

PREPARED STATEMENT OF SENATOR HARKIN

Mr. Chairman, first I would like to thank you for holding this important hearing.
There is no issue that is of greater significance to our Nation’s future than the one
we are here to discuss today—education, especially the education and development
of young children. We have a tremendous list of witnesses and I extend a warm wel-
come to Secretary Riley, Governors Miller and Voinovich, Rob Reiner, and Dr. Bruce
Perry.

Over the years, this subcommittee has provided significant investments in re-
search at the National Institutes of Health. During this hearing we will learn more
about brain research and its implications for the education and development of
young children. We have been reading a great deal lately about this research and
it seems like we are learning more every day.

The research provides the scientific evidence which validates what many parents
and children’s advocates have been saying for years—the greatest potential for
learning happens during the first years of a child’s life. Therefore, we need to make
sure that all children have enriching learning experiences during that critical time.

The first National Education Goal states that by the year 2000, all children will
start school ready to learn. I strongly support all of the goals, but believe that the
first goal is essential for achieving the rest. Without a strong foundation in the early
years, children, particularly children from low-income families, start school behind
their peers and often find it very difficult to catch up.

Several years ago I read a report by the Committee on Economic Development.
This is a group of CEO’s from some of the Nation’s largest companies and they
called on us to fundamentally change how we think about education. They said edu-
cation is a process that begins at birth and that preparation must begin before
birth. I believe this statement should be the cornerstone of how we think about edu-
cation in America.

Early intervention also makes good economic sense. A dollar invested in quality
preschool programs such as Head Start saves as much as $7 in future costs by in-
creasing the likelihood that children will be literate and employed rather than de-
pendent on welfare or engaged in criminal activities.

This subcommittee provides funding for a number of very important initiatives de-
voted to improving the education and development of young children. Chairman
Specter, over the years we have worked together on a bipartisan basis to support
these activities and I look forward to our continued partnership in the future.

I know that we will face serious limitations on the amount of funding for pro-
grams under the jurisdiction of our subcommittee. However, I hope that we can
agree to provide increased funding for Head Start for children from birth through
age 3; provide increased funding for the Part H early intervention program for in-
fants and toddlers with disabilities and to make sure that what we learn from re-
search is reflected in our spending priorities.

The President’s 1998 budget provides significant increases in funding for college
aid programs. This funding is vitally important for students and their families who
are struggling to meet college costs. I fully support these initiatives.

However, we must not lose sight of the importance of investments in the edu-
cation of young children. After all, high quality educational activities during a
child’s first years often alleviates the need for more expensive interventions later
on. I hope that we will be able to work together to create the infrastructure which
truly redefines how we view education—as a process that begins at birth, with prep-
arations beginning before birth.

Thank you, Mr. Chairman.

IMPORTANCE OF EARLY CHILDHOOD EDUCATION

Senator HARKIN. I just want to again say that this hearing today
is just vitally important not only just because of education, but be-
cause we are also focusing on early childhood education. All of the
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goals that we want to meet in this Nation in terms of education,
whether it is college education, finishing high school, job training,
it really goes back to the early childhood.

We have had so many studies done in the last 20 years—I can
stack them up on my desk and they would cover my entire desk—
about the importance of investing in early childhood education.
Every study that has ever been done shows that we get the most
bang for the buck there.

The Committee on Economic Development that was set up under
former President Reagan that pulled together a number of our
leading CEQ’s in the United States to study education spent I
think probably 3 years or more looking at this. They set up a panel.
They spent a great deal of time, and they wanted to look at it from
the approach of a nonsocial scientist. They wanted to look at it
from a hard business standpoint, what did we need in education in
this country. So, they put together all these CEO’s.

Here is the report that came out. In 1990 I think it came out.
But the commission was set up under President Reagan.

You know what they said? This was all these hard-headed
CEOQO’s. What they said about education, they said, we have to un-
derstand that education begins at birth and the preparation for
education begins before birth. They said in their report that if we
really want to move this country forward, we have to put it down
in early childhood education. Usually you hear that from social sci-
entists, but this is from the business community of America.

So, I am all for college loans and making sure that kids can get
into college and everything, but if that is all we are going to focus
on or focus most of our attention there, there are a lot of kids that
are not ever going to get that far. So, we have to again go back
to that early childhood education.

I know that you in particular have been one of the greatest pro-
ponents of this, and I appreciate that very much. You have pro-
vided great leadership in this.

I make that statement only because we cannot lose sight of that.
We have to keep coming back to that initial early childhood edu-
cation.

SPECIAL EDUCATION—EARLY INTERVENTION PROGRAMS

Now, some of that of course is under a different Department.
Part H of the early intervention program for infants and toddlers
with disabilities is under the jurisdiction of the Department of Edu-
cation. Part H has involved families. It has brought the parents in
for early intervention programs. I believe it has been a great suc-
cess. It has been very effective.

I guess my first question is have you looked at it or would you
have your people look at this, and what is it in Part H that has
been so successful that we might be able to adapt or adopt in other
programs, in early childhood education programs?

Secretary RILEY. Well, first of all, I agree with you that the in-
fants and toddlers program, the 0 to 2 age range which we refer
to as part H, has been very effective. The preschool incentive
grants for 3- to 5-year-olds likewise has also been very effective.
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APPLYING SPECIAL EDUCATION INTERVENTION TECHNIQUES TO
READING

So, I think when you work with a young child who is having dif-
ficulty learning and who has a disability, how you work with that
child is multiplied by the same effects as how you would work with
a child who had no difficulties. In other words, what works well for
a child that is having learning difficulties would work extremely
well for a child who is having no difficulties.

I think of everything in the world that we can do, early childhood
should be one of the strong emphases—and I discussed early child-
hood some, Senator, before you arrived. But, I say our emphasis on
reading and concern with the special education numbers are really
in a lot of ways related, because of the connection between reading
difficulties and learning disabilities, and so forth. I think that
when you look at the impact that part H of IDEA and the preschool
incentive program under IDEA is going to have on reading, on spe-
cial education numbers on up the line, it is going to be very signifi-
cant. I think you can take a lot of the things that we learned there
and reduce the number of these young people who are special ed
students in the second and third grade if we handle them early
enough and prepare them for their learning.

FEDERAL ROLE IN EARLY CHILDHOOD EDUCATION

Senator HARKIN. Mr. Secretary, my time is out. I just want to fol-
low up on just one point.

We in this country have devised a system of education whereby
elementary and secondary education is basically State and local
based, and I think it has been a good system and I want to keep
that control in the local level.

When it comes to postsecondary school, the Federal Government
has stepped in, going clear back to the old land grant colleges in
the last century, the Pell grants, guaranteed student loan program.
So, the Federal Government has stepped in very heavily in post-
secondary education.

But in elementary and secondary education, the Federal Govern-
ment shares I think now less than 6 percent of the total amounts
of money.

But it also seems the Federal Government has stepped in on a
national basis before in elementary education with things like part
H, and with Head Start programs, of course, again which are not
under your jurisdiction.

I guess philosophically I am saying that perhaps we ought to en-
vision a stronger role for the Federal Government nationally not so
much in elementary and secondary education which is primarily—
and has been for a long time—a function of States and local gov-
ernment, but using the same philosophy that we use on a national
basis for postsecondary education. Using that to reach down to
early childhood education with perhaps even new systems, provid-
ing education in day care, expanding part H, expanding the Head
Start Program, so that the national goal of every child being ready
and able to learn by the time they enter first grade is met by the
year 2000.
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I just throw that out for your consideration. Maybe we ought to
think about that as a prominent role for the Federal Government.

IMPORTANCE OF FAMILY INVOLVEMENT IN EARLY EDUCATION

Secretary RILEY. Well, I think that is a very interesting idea. Of
course—in thinking about your previous question, one of the strong
things that we pick up when we give special attention to especially
disabled young people is family involvement. That is the most sig-
nificant part of part H. It gets the family involved and that clearly
is beneficial to everybody. It’s what works.

I will think about that. The role of the family has to be such a
critical part of these preschool years.

Senator HARKIN. Absolutely.

Secretary RILEY. So long as everything that was done puts the
family at the head of the attention that the child will be given, I
think your suggestion is very, very interesting.

As you know, the State constitutions require the State to provide
free public education for all children in the State, and that is per-
ceived to be K through 12. Your question is very interesting: How
about before K? Certainly after 12 it is very clear that it cuts off.

I will ponder that, but I would say this, that you have to be very
careful about making sure the family is first, especially for those
very young children.

Senator HARKIN. Absolutely. I agree with you wholeheartedly.

My staff just gave me the figure here. For Federal funding for
child care and early childhood education 2 years ago—I guess that
is the latest data we have—it was $4.8 billion. Total State funding
for the same programs was $2.4 billion. So, we have already moved
ahead in that area from the Federal standpoint.

Senator SPECTER. Thank you very much, Senator Harkin.

The Senator from Idaho, Mr. Craig.

PREPARED STATEMENT OF SENATOR LARRY CRAIG

Senator CRAIG. Mr. Chairman, thank you very much. Let me ask
unanimous consent also that my opening statement be made a part
of the record.

Senator SPECTER. Without objection, it will be made a part of the
record.

[The statement follows:]

PREPARED STATEMENT OF SENATOR LARRY E. CRAIG

Thank you Mr. Chairman. I would first like to thank the Chair, Senator Specter,
and the ranking member, Senator Harkin, for holding this hearing and giving the
subcommittee the opportunity to hear from the administration and others on both
the education budget for 1998 and early childhood education.

I applaud the President for making education a top priority during his second
term. As a member of the Republican leadership in the Senate, I have worked with
my colleagues to insure wide bipartisan support, where possible, for a number of
issues relative to education and am pleased with the progress we have made.

I believe all would agree with his goal of making our schools the best in the world
and providing every American student the skills necessary to compete in the global
economy of the next century. Indeed, the President’s budget contains many items
which rise above partisan debate and which I intend to fully support. For example,
the administration’s plan to expand Head Start is long over due. Similarly, I believe
we have made progress on Pell Grants, special education, and many other items of
concern.
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However, I was disappointed to see that for all the rhetoric on reform and biparti-
sanship, there are still too many areas where the President’s proposal falls short.

Chief among these is impact aid. Signed into law by President Truman in 1950,
impact aid underlines the Federal Government’s commitment to assist local school
districts for lost revenue in cases where Federal ownership or Federal activity ad-
versely interferes with a traditional revenue sources.

After making great progress last year, the President’s request for impact aid in-
cludes a $31.5 million reduction. No funds are provided for “b students” which make
up a significant portion of the student population in impacted areas. Simply put,
the President’s budget fails to live up to our commitment in this area.

Another issue of great concern to me is bilingual education. The administration
has requested an additional $3.3 million over last year for instructional services and
$14 million for support services even though it was made very clear last year that
Congress does not support these programs.

Likewise, for all the talk of promoting technology and helping rural schools, the
administration has requested a $4 million reduction in funding for Star Schools.
This important program provides distance learning tools such as two way video and
audio communications. The rural schools in my state rely heavily on this program
and would be severely disadvantaged if the President’s budget was adopted.

Again, thank you, Mr. Chairman, for this opportunity to hear from the adminis-
tration. I have several questions to be submitted for the record and look forward
to the testimony here today. While I believe there is much we can agree on, there
remain several areas where I believe the President has missed the mark. However,
I do believe that what we have here is an opportunity to do great things for Ameri-
ca’s school children while remaining within a balanced budget.

FEDERAL FUNDING OF HIGHER VERSUS ELEMENTARY EDUCATION

Senator CRAIG. Mr. Secretary, thank you so much for being with
us today.

Let me say at the outset I think all of us were pleased with the
President’s new initiatives announced in the area of education and
the priority that this administration has given it. We recognize
that that would cause the Congress to move, and for those of us
who value and see this as an important part of our responsibilities,
we were pleased. Now, that is the end of the good side of the story.

Now, Mr. Secretary, I will cut to the chase: in two areas that you
led in last year you are not leading in this year. I am frustrated
because, while Senator Harkin is absolutely right—most of our
Federal dollars are in higher education and less than 6 percent in
primary and secondary—there are some areas where the Federal
Government has helped, is helping.

PROPOSED CUT IN IMPACT AID FUNDING

But in one instance, impact aid, your budget represents a slash
of about $31 million over last year’s totals. Those are real dollars
on the ground, in the classroom, in areas where a large Federal
presence is real. Of course, you know the issue and you know it
well.

The President’s budget provides no funding for B students. I am
from a Western State; 63 percent of my land mass is caretakered
from Washington, DC. It is Federal property. I have native Amer-
ican reservations as well as military installations, and yet while
the President takes great credit for an educational program, when
we begin to look at it, the dollars flow where the dollars have al-
ways traditionally flowed: into the higher education levels as a per-
centage of the total.

And you have cut back in the area of impact aid. That is one.



106

PROPOSED CUT IN STAR SCHOOLS PROGRAM

The other that is such a remarkable tool for the true rural school
is the Star Schools Program. We all go around here talking about
advancing technology and the application of education. I drove 55
miles through the forest on a gravel road about 1 year ago to a
small community and I walked into the doors of the school and
every child was sitting at a computer with a satellite up-link on a
Star Schools Program, and they were getting a quality of education
comparable to or greater than children in the wealthiest of subur-
ban America. Why, even though they were in one of the ruralest
of school districts in the State of Idaho? Because of the Star
Schools Program.

Your budget represents a cut in star schools funding this year.

My two questions are: Why impact aid and why star schools
funding, if in fact this President wants to participate in primary
and secondary education at a level where our Government has his-
torically had very real impact?

Secretary RILEY. Thank you, Senator, and I appreciate your posi-
tive comments in the beginning.

Senator CRAIG. I meant them. [Laughter.]

Secretary RILEY. And I understand your inquiry. I think it is
very legitimate.

The star schools budget was a reduction from $30 million down
to $26 million.

Senator CRAIG. A $4 million reduction. That is right.

EDUCATIONAL TECHNOLOGY PROGRAM INCREASES

Secretary RILEY. But compare that, if you would, with the signifi-
cant increase in technology that would be provided to the States,
a total of $500 million in addition to this. In other words, the budg-
et includes the technology innovation challenge grants, which the
President proposes to increase to $75 million, that are leveraged
out many times that, and they are wonderful, wonderful programs
that get whole communities into technology. Then the technology
literacy challenge fund would provide $425 million to the States
based on their share of title I dollars. This would mean technology
funds would be available for every school to be used for the same
kinds of things. Distance learning, that the Star Schools Program
has proven effective, could certainly be part of it.

Senator CRAIG. Was your reduction in anticipation of a transition
then to these new programs?

Secretary RILEY. Well, it is anticipation of the combination of
those, and we really wanted to have a major boost in technology
funds for the schools. Talking about what the Federal Government
does, in terms of technology in the schools, the Federal Govern-
ment provides some 25 percent of that. In other words, it is kind
of an accepted thing that the Federal Government is going to help
in that area at more than its average share for elementary and sec-
ondary education generally, which is, as was pointed out, 6 or 7
percent.

So, I think the commitment to technology is very great, and the
star schools budget was kept almost level, even considering the tre-
mendous increase in the other technology challenge areas.
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Senator CRAIG. Well, for rural States, Idaho being one. We are
going to be hearing from Governor Miller from Nevada. He has got
schools that are probably even more rural than some of ours in
Idaho, and I am sure they implement and utilize star schools fund-
ing, which is just an excellent tool.

Secretary RILEY. Well, and he does, and he also has probably the
greatest growth, for example, in Las Vegas of any city in America,
a combination of problems.

I want you to understand we are not diminishing star schools.
We think it has been a grand program. But we felt more or less
level funding it, with a slight reduction, combined with a signifi-
cant increase in the technology programs would be a good move for
the country.

IMPACT AID

Now, impact aid. I strongly understand the value and need for
impact aid in areas where it applies, but we have, for a number
of years, attempted to target those funds more to A students and
less to B students. Again, that was not a large reduction—$615
million down to $584 million.

Senator CRAIG. As you know, though, Mr. Secretary, certainly
with your background in education, in schools that are almost
wholly dependent on some of this kind of funding, those that have
no ability to raise their tax base revenue because it is a Federal
base

Secretary RILEY. Yes; and they depend on this.

Senator CRAIG [continuing]. They depend on this. You have cut
their budgets and they have little or no alternative but to apply to
the State or to the Federal Government for additional dollars be-
cause it is the Federal impact that they experience.

Secretary RILEY. Well, it is a relatively small reduction and it is
an attempt again to target funds. Of course, as we all are strug-
gling with the balanced budget effort, it is part of that effort.

Senator CRAIG. I hope we did not fall in the trap that not only
this administration has used but others before you, that because it
is important and because it is often tied to defense, well, Congress
is going to supply the money anyway. So, this is your way of acting
frugal but we know it is going to get put back in. I hope that was
not the logic because we should be emphasizing the importance of
these programs.

Secretary RILEY. The programs are important and they are im-
portant for education.

Senator CRAIG. Thank you.

Secretary RILEY. And we did not in any way intend to demean
the programs, but it was an attempt to target our funds.

Senator CRAIG. Mr. Secretary, thank you much.

Secretary RILEY. Thank you, Senator.

Senator SPECTER. Thank you very much, Senator Craig.

The Senator from Arkansas, Mr. Bumpers.

OPENING REMARKS OF SENATOR BUMPERS

Senator BUMPERS. Thank you, Mr. Chairman, and welcome to
the committee, Mr. Secretary.
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Secretary RILEY. Thank you, sir.
Senator BUMPERS. It is always a pleasure to have you here.

AMERICA READS CHALLENGE

Mr. Secretary, first, let me ask you a question regarding the
America reads proposal, which is designed to improve the reading
skills of K through third grade children with 1 million-person vol-
untary army of tutors. This is a very laudable thing for a lot of rea-
sons. No. 1, presumably it will help the reading skills of the chil-
dren, and No. 2, it will give 1 million people a sense of participa-
tion.

But as you may or may not know, for years I have promoted a
teacher training program through the National Endowment for the
Humanities—I think you are familiar with it. The Carnegie Foun-
dation started this many years ago by educating teachers during
the summer months, paying them a stipend to attend—not just to
be trained in a particular discipline that they taught—but trained
in a whole host of things, for example, the value of the Constitu-
tion, the sacredness of the Constitution, and so on.

As I looked at this America reads proposal I still have this strong
hankering to do a much better job of educating the present cadre
of teachers in this country. After all, education is not going to get
better as long as the same people are doing the teaching unless
they improve their skills. Would you comment on that?

TEACHER PROFESSIONAL DEVELOPMENT

Secretary RILEY. Well, that is absolutely right. Education will
only be as strong as its teaching force. As you know, Senator, we
are having this week a teachers forum here and we are having the
50 Teachers of the Year from the 50 States that were chosen by
the States, and we are having around 50 of the deans and presi-
dents of the teacher colleges in here for them to have a dialog for
2 days and for us to really glean as much as we can out of these
best teachers talking to the leaders in teacher preparation.

Now, of course, the Eisenhower program, which we do rec-
ommend an increase in, is the program that goes to exactly what
you are saying, and that is for the professional development of
teachers who are teaching now.

The President also has proposed to increase the funds for na-
tional teacher certification, a very difficult, rigorous effort to have
master teachers, and this is to help poorer teachers and others get
into that opportunity. We would like to see 100,000 of those, 1 per-
haps in every single school—a master teacher in every school.

But I thoroughly agree with you, that we should do everything
we can to help teachers—and that is what teachers want.

Senator BUMPERS. They do indeed. Every time they offer one of
these programs, it is oversubscribed immediately.

Secretary RILEY. Absolutely. Absolutely, and people really ought
to know that. Teachers really want the opportunity to improve
themselves, to work together, to develop lesson plans together. So,
I thoroughly agree with you and I am in support of that concept
100 percent.
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EDUCATION TAX PROPOSALS

Senator BUMPERS. Mr. Secretary, I guess this is more a state-
ment than a question, and as you know, it causes me great pain
to disagree with the President because I know he is a thoughtful
person, and he is especially thoughtful in educational matters.

But I am going to have a very difficult time voting for the tax
proposals that he has suggested because those tax proposals are
designed to help people, in my opinion, whose children are going
to go to college anyway. It is not a refundable tax credit, and that
means only the people who pay taxes will benefit. And I am inter-
ested in the people who have fairly good-sized families and do not
pay taxes who are going to get no benefit out of this. When I look
at the cost of the two tax proposals, the two educational tax propos-
als, the cost is $36 billion over 5 years.

PELL GRANT PROPOSALS

Now, that is a big hunk of change. I know you also plan on in-
creasing the Pell grant which actually does help poor students. We
are increasing the Pell maximum award from $2,700 to $3,000;
that’s a $300 increase in the Pell grant awards which will cost
about $1.7 billion in 1 year, and then the cost of expanding the eli-
gibility, that is, allowing people to have slightly bigger incomes and
still be eligible for Pell grants, is going to cost $3.9 billion over 5
years.

I do not mind telling you, Mr. Secretary, I would 10 times rather
forgo the tax cut and put that money in Pell grants where I know—
student loans or Pell grants or both, but Pell Grants especially—
it is going to go to the people we are trying to help.

Secretary RILEY. Senator, the $1.7 billion increase for Pell over
1997 to 1998 includes the eligibility expansion too.

Senator BUMPERS. Is that both eligibility and increased award?

Secretary RILEY. Yes; so, it is a total of $1.7 billion which is a
substantial increase in Pell, as you observed.

Senator BUMPERS. Based on history, it is.

Secretary RILEY. Yes; it is the highest increase I think over the
last 20 years.

I ask you please to stand back from the situation, and I realize
what you are saying about middle-income people. The refundability
really does not become much of an issue because if you are not
making any income, generally you would qualify for Pell. In other
words, if you are not making income, then the refundability does
not mean anything to you.

So, when we expanded eligibility for the independent student,
the 24-year-old or older student who does not have dependents,
then you cover 90 plus percent of those who would get refundability
and cover them under Pell, which is tremendously more helpful.

So, that whole student aid package is a very strong, well thought
out package, and we think that really covers an awful lot for the
poorer, the very poor students.

EDUCATION TAX PROPOSALS

When you come to $30,000 for a family or $40,000 or $50,000 and
you have one or two or three children in school, you are what I call
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educationally poor if you are trying to send your children to college.
We think this enormous number of people who are in this category,
this middle-income category—and as you know, the President has
pledged for tax cuts in middle-income people—to have tax cuts tar-
geted for higher education in this category of people we think is a
very solid proposal which will enable all young people to have a
shot at college.

Then the lifelong tax deduction up to $10,000 is a strong state-
ment that education is important all of your life. The nontradi-
tional student that is out of school can come back and get 2 years
of training and then come back for another year and that $10,000
tax deduction would be applicable.

So, I would urge you to take a look at that whole package. I
think with Pell included and with the IRA and all of the other as-
pects of it, it is a wonderful package for higher education.

Senator BUMPERS. Thank you, Mr. Secretary.

Senator SPECTER. Senator Bumpers, if you have one more ques-
tion, proceed.

Senator BUMPERS. I just want to ask a quick question, if I may,
Mr. Chairman.

Senator SPECTER. I would like to make the questions as brief as
possible, the answers too.

Senator BUMPERS. Yes.

Senator SPECTER. We have many Senators here this afternoon.

Senator BUMPERS. Yes; I am sorry. I do not want to impose on
my colleagues.

SCHOOL-BASED HEALTH CLINICS

But you know, I am married to the secretary of peace and child-
hood immunizations, and for many years she has told me that we
ought to have school-based clinics in every school, particularly ele-
mentary school, in America. I did not pay much attention to that
because it did not sound like a very plausible thing, even though
when I was growing up poor in the South, the only shots we got
were when the county health nurse came to the school.

Now, you probably saw the story the other day that reported the
number of school-based clinics in this country have gone from 500
to 1,000 in 2 years. That is all happening at the local level. The
Federal Government has nothing to do with that. But I am begin-
ning to think that Betty and Rosalyn who travel together, as you
know, across this country on their Every Child by Two Program,
are on to something, and obviously the local school districts of this
country think they are on to something because when the expo-
nential increase of school-based clinics occurs like this, it is obvious
that a lot of school districts think this is very effective both from
a health standpoint and from an educational standpoint.

Are you familiar with what I just said?

Secretary RILEY. Yes, I am; and though that is not directly under
my Department, of course, I am very aware of what happens out
there in the schools. I would say in very poor areas especially, local
people are making those decisions and that is a local decision, but
it does seem to be working in many cases for them. I am seeing
the same thing you are, especially in very, very poor areas.

Senator SPECTER. Thank you very much, Senator Bumpers.
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The Senator from Nevada, Mr. Reid.
REMARKS OF SENATOR REID

Senator REID. Mr. Chairman, I will be very brief. I just want to
say I hope that you have given the attention to the other 49 States
that you have to Nevada. If you have, our country has been served
well. You have been a great Secretary of Education for Nevada.
You have come there and you have been concerned about rural Ne-
vada in addition to our urban centers. So, I publicly extend my ap-
preciation to you for your concern about the students of Nevada.

Secretary RILEY. I thank you and I thank you for your concern
for the same students.

Senator SPECTER. Thank you very much, Senator Reid.

The Senator from Wisconsin, Mr. Kohl?

Senator KOHL. Thank you very much, Mr. Chairman, and Sec-
retary Riley, it is good to see you again.

EARLY CHILDHOOD EDUCATION FOR CHILDREN AGED 0 TO 3 YEARS

I am pleased that Chairman Specter and Senator Harkin have
called this hearing to look at the Education Department’s budget
with a particular focus on early childhood education. Recent re-
search on the brain has confirmed what scientists have been talk-
ing about for years: The most significant period in a child’s devel-
opment is between the ages of 0 to 3.

Mr. Reiner’s efforts to publicize these findings has brought into
our living rooms an issue that was previously only debated in lab-
oratories; namely, what could we do to make sure that our young-
est children are receiving the care and education that will shape
the rest of their lives?

Unfortunately, the Federal commitment to early childhood edu-
cation has not caught up with our understanding of how important
the first 3 years of life are. Early education and child care receives
fewer resources, teacher training, salary, and even respect than the
rest of the educational system.

A new commitment to quality child care is necessary as a re-
sponse to the fact that children between the ages of 0 and 3 are
spending more time in care away from their homes. An enormous
percentage of women in the work force have children under the age
of 3 requiring care. Many of these working families will not be able
to find quality child care for their young children, and while Fed-
eral, State, and local governments have built an educational sys-
tem for 5- to 25-year-olds in our country, care and education for O-
to 5-year-olds is largely unstructured, undervalued, and scarce.

PROPOSED CHILD CARE TAX CREDIT FOR PRIVATE SECTOR

Resolving this inequity will require solutions from the public and
the private sector. I have recently introduced legislation to encour-
age the private sector to invest in quality child care for their em-
ployees through a new tax credit that would total up to $150,000
a year for construction and operation of quality child care centers
for the children of these employees.
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PROPOSED INNOVATIVE CHILD CARE BLOCK GRANT

Today I am announcing a new initiative to set aside funding
under the upcoming budget to enhance innovative early childhood
programs. This budget amendment would provide flexible funding
in the form of block grants to allow States to focus on the edu-
cational needs of children in the 0 to 3 age group. This initiative
will be mandatory spending paid for by cuts in other entitlement
programs or minuscule reductions in the size of this year’s pro-
posed tax credit.

I would like to hear from you, Secretary Riley, on your own reac-
tions to this proposal as well as your interest and concerns about
the 0- to 3- to 5-year-old child care problem in this country.

Secretary RILEY. Senator, suffice it to say, I think it is extremely
important, and we did have some extensive discussion about it ear-
lier and I will not go into repeating all of that. But it is absolutely
critical, and the recent brain research information just makes it
more and more important really by the day, as things are being de-
veloped.

As I indicated to the committee, I was chair of the Carnegie task
force dealing with children aged 0 to 3 that came out originally
with the serious recommendations about the same thing you are
talking about, these young children. The main crux of their find-
ings was that if we have some shortcoming in this country, it is in
the area of child care. So, I think your idea of prioritizing attention
to child care makes great sense and certainly is consistent with the
research.

Senator KOHL. Thank you. Thank you very much.

Senator SPECTER. Well, thank you very much, Senator Kohl.

The Senator from Washington, Mrs. Murray.

Senator MURRAY. Thank you very much, Mr. Chairman, and
thank you, Mr. Secretary. Good to see you again.

I commend Senator Kohl for his emphasis on early childhood
education. As the only Senator in the history of this country who
was a preschool teacher before being a Senator, I wholeheartedly
recommend that we look at early childhood education and the im-
pacts that it has.

Secretary Riley, maybe you can comment further on the fact that
we really focus on funding K-12 education, but we do not look at
the public involvement in early childhood education, and perhaps
we need to look at our commitment to funding early childhood edu-
cation in the future.

FEDERAL PROGRAMS FUNDING EARLY CHILDHOOD EDUCATION

Secretary RILEY. Well, that fits of course into several other is-
sues. Let me just mention a couple of things that we do do, and
I am inclined to agree with you, Senator.

But title I, for example, addresses early childhood education re-
quirements for State and local plans, and those funds can be used
for preschool.

The parents as first teachers component under our reading pro-
posal is very significant, modeled after the Parents as Teachers
Program in Missouri and other places, as well as the HIPPY Pro-
gram.
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The parent resource centers under Goals 2000, 28 of them in
very poor areas of this country, also provide help. It is kind of par-
ents helping parents.

For Even Start, which is a very popular and very sound program,
we recommend an increase to $108 million.

IDEA, that we had a significant discussion about, includes part
H and also the preschool incentive grants.

Goals 2000. The first goal in Goals 2000 is that children enter
sclﬁoo% ready to learn, which looks back at the whole idea of pre-
school.

So, when you add all of these together, it comes to about $1.5 bil-
lion. That is not any great amount of money, but it is more prob-
ably than people realize when you put all of these factors together.
So, we do have some significant involvement on the part of the
Federal Government, but I would certainly agree with you that it
is a critical area that we should be looking at in the future.

Senator MURRAY. A lot of what I hear back from my own peers
is that we really need to really look at the quality of training and
the quality of pay for early childhood education.

Secretary RILEY. Absolutely.

Senator MURRAY. I know that it is a significant factor in the
amount of people who go into the field, the staying power of those
who stay in and the quality of what our kids learn that are in our
preschool programs.

As I listened to all the questions here, it really struck me that
your job is very complex, Mr. Secretary. What we demand of our
education system today is incredible. All of the diversity of the
questions really points that out.

EDUCATIONAL TECHNOLOGY

One of the coming challenges that we have that is upon us is the
area of technology and the fact that today we have over 180,000
jobs that are open in information technology, going unfilled, good
paying jobs, and that we are looking to our schools to educate stu-
dents in technology so that they have the skills to go into the jobs.

TECHNOLOGY TRAINING FOR TEACHERS

One of the areas you and I have talked about before is the fact
that we need to train teachers to teach who understand technology
and how to use it, not just turning on a computer but integrating
it with their curriculum. I have introduced a bill called the Teacher
Technology Training Act that will require teachers to have tech-
nology training in order to get their certificate and also to have
that as part of their professional development for all those teachers
out there who have not had any technology training.

Can you take a few minutes to tell us about what is in this budg-
et in terms of technology and what you think we need to be doing
and investing in most importantly?

Secretary RILEY. Well, when you talk about technology, I think
the part that a lot of people do not pay near enough attention to
is teacher preparation. You have all the computers and the
Internet and everything in the world, and if you do not have teach-
ers who understand how to use that technology, it is really not that
valuable.



114

So, we are recommending $500 million total—$425 million in the
technology literacy challenge fund, which would go down to the 50
States based on their share of title I dollars, and $75 million that
would be technology innovation challenge grants.

It has tremendous leverage. The funds that go down to the
States in the fund, that is a large request and it is significant, $425
million. When a State develops its plan for using this money,
teacher preparation should be a large part of that plan. The money
does not have to go just to buy computers or buy wiring, connec-
tions, or whatever. They can use that for teacher preparation, for
any of the other aspects of technology to make it work well for chil-
dren.

Star schools again is a little less than level funding, but we are
maintaining that.

EISENHOWER

The Eisenhower Teacher Development Program, of course, can be
used for teacher preparation and development in technology.

Goals 2000, under the State plan can, of course, be used for that
also.

So, we have designed these funds to be flexible so that the States
and the local schools are not hamstrung in their use and they can
really use these funds as they see fit. Title I also can significantly
be used to help with this area of technology.

Senator MURRAY. Thank you.

Are we going to have a second round?

Senator SPECTER. No.

Senator MURRAY. OK.

Senator SPECTER. Would you like to ask another question?

TRAINING OF AMERICA READS TUTORS

Senator MURRAY. I just wanted to make a quick comment on the
America Reads Program and I will make it real short, and that is
that I hope that as you look at the America Reads Program, which
I think is really a good way to go, that we make sure that we put
in training for those tutors and training money. We cannot just
send people out and say, teach kids to read. We need to teach them
how to teach.

Secretary RILEY. Thank you very much. We have in there, in an-
swer to that, Senator, the funds for 25,000 reading specialists, and
their primary purpose is to train the reading tutors and make sure
that they know what they are doing, what to look for, eye problems
or whatever. Thank you very much.

Senator MURRAY. Thank you. Thank you, Mr. Chairman.

Senator SPECTER. Senator Murray, I would like to have another
round, but we just do not have time. We have another panel and
not unexpectedly, we have had a very large turnout of Senators be-
cause of the very important subject.

Now, I would like to turn to the distinguished Senator from West
Virginia, Mr. Byrd. We welcome you here especially, Senator Byrd,
as an ex officio member, and I had some comment as to why I had
skipped over you. I did not say at the time that it was at your re-
quest to go last.
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REMARKS OF SENATOR BYRD

Senator BYRD. The chairman certainly gave me, at least, two op-
portunities to ask questions. I thank him for the work that he is
doing as chairman of this subcommittee. He spends a lot of time
and he is a very able chairman, and as the ranking member of the
full committee, I feel that we are all in his debt.

And I say also good things with respect to Mr. Harkin.

Well, Mr. Secretary, I have been in Congress now 45 years. I
have been a great supporter of funding for education. During the
years I was chairman of the Appropriations Committee, I sup-
ported funding for education, and I am still a supporter of funding
for education.

But as one who started out in a two-room schoolhouse where we
did not have high-technology, but we had dedicated teachers who
knew how to teach and who knew how to exact discipline in the
schoolroom and where we had students who wanted to learn, and
when we had parents who wanted to back up the teachers and be
supportive of the teachers, and whose foster father did not say,
now, if you get a whipping in school, I will go up and whip your
principal, but he said, if you get a whipping in school, I will whip
you again when you get home. Now, that is the kind of school era
in which I grew up.

But, as I say, as one who has come out of that long-ago environ-
ment, as one who like James A. Garfield believed that if he had
his old teacher, Mark Hopkins, on one end of the log and he him-
self on the other, there was a university.

PROGRESS OF EDUCATION IN THE UNITED STATES

Having said all that, to say that I voted for all the funding that
Republican and Democratic Presidents have requested for edu-
cation, yet with all of this high-technology and all of the reports
that the various groups are able to turn out from year to year and
make available to committees on appropriations and to the teach-
ers and to the administrations and the schools of the country, with
the significant Federal financial investment that we make in the
Nation’s education system—and I understood you to say that you
were asking for $2.9 billion more than last year—why is the United
States not turning out better students?

Secretary RILEY. Senator, you and I could talk for several hours
on that question, but it is a very profound question.

I would say this. First of all, when you look at the $2.9 billion,
a good portion of that is Pell, $1.7 billion, and you were here when
we were talking about that earlier. So, the significant increase in
Pell is a good part of that.

The country is doing a much better job in education. I am abso-
lutely convinced of that. If you look back when I finished high
school in the 1950’s, the dropout rate was around 40 percent. Kids
who were not so-called college material, dropped out and went to
work in the mill or on the farm or whatever, and that was all right
during that period because those jobs were there and that is all
they called for.

Today the dropout rate is still too high, but it is down to about
11 percent, and we have got to get it on down from that. Today a
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young person coming out as a dropout—as you well know, there are
just very few jobs out there for them. They really do not have much
of a chance to reach their so-called American dream.

The complications—the exponential increase in knowledge that
has exploded every year since the 1950’s—really makes education
so much different now than what it was. The requirements are dif-
ferent. The competition is different. The whole nature of education
is different.

COMPARATIVE STANDING IN INTERNATIONAL TESTING

In terms of testing and international testing in reading, we are
now second in the world to Finland even though we have not in-
creased our own testing levels significantly over the past 20 years,
but we have a different cohort of students being tested. We've got
more students in high school now than we did.

In terms of math and science, we do not do as well. We are
slightly above average in science, slightly below average in math.
We then are trying to center in on math and science, centering in
on reading, those basics, to master the basics. Just as you would
have us do, is what I am trying to do. The President is also.

RAISING STANDARDS AND ACADEMIC EXCELLENCE

Raising standards is, Senator, exactly what you and I have
talked about for several years now—raising the notch of what
young people learn in school and what they are able to do when
they come out of school. That is what the standards movement is
all about. That is hard work. That is parent involvement. It might
not be getting the spanking that you talked about, but it is very
much the same kind of tone.

So, I think we are coming along well in a complex time. We need
to do more and we need to do it faster, but, I think we are doing
that.

Senator BYRD. Well, I thank you, Mr. Secretary, but you yourself
said earlier that we are below the international average in math
and many other subjects. I do not think we are doing so well.

And I am getting just a little bit tired of voting for funding for
the public schools of America when we cannot exercise discipline in
those schools, and if there is not discipline, the students cannot
study, those who are there to study and who want to study, and
the teachers cannot teach. So, I am becoming a little bit discour-
aged.

I hope that we will put greater emphasis on getting a true edu-
cation, and I hope that we will learn to reward academic excel-
lence.

Now, I enjoy watching sports on television and I find myself get-
ting on the edge of my seat just like other people do when they
want to waste time watching football games and basketball games.
And when you have watched one, you have watched them all. I
came to that conclusion quite a long time ago. I do not say that in
derogation of sports, but I think we have got our values turned on
their heads in this country. We reward the athletes, and I do not
begrudge the recognition they get, but I think we ought to reward
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good spellers and children who can read and write and add and
subtract and divide and multiply.

I think we ought to get back to the basics, as you say, but also
get back to the basics in teaching. When I was in school, we had
a spelling match every Friday afternoon. I looked forward to that.
We had adding matches and other arithmetical matches. We are
not putting the emphasis on excellence in education, academic ex-
cellence.

BYRD HONOR SCHOLARSHIPS

And that brings me to my question. Some years ago, when I was
earlier in the Senate, 1969, I started a program called the Robert
C. Byrd Scholastic Recognition Award in which I gave to every val-
edictorian in every parochial and public high school in West Vir-
ginia a savings bond. I paid for it out of my own pocket. And it
went on like that for some years, and then I established a trust
fund so that I no longer have to pay that out of my pocket. But
each valedictorian in each West Virginia high school, parochial and
public, gets a Robert C. Byrd Scholastic Recognition Award, a
handsome certificate, and a savings bond.

I know in one case there were seven schools in one county in
which students achieved a 4-point average, so I gave each of those
seven students a bond.

Now, in the 1980’s I started a program in the Congress in which
I sought to award merit, to award academic excellence. I did not
care whether they were a doctor’s son or a coal miner’s son or
daughter. I wanted to reward excellence and let that valedictorian,
that student who strove to get ahead who worked hard in the lab-
oratories and in the libraries and in the schoolrooms, I wanted him
or her to get recognition because they were striving to achieve ex-
cellence. That is what enabled America to put a man on the moon
first because of excellence in academics.

So, Ted Stevens and some others here sought to name that pro-
ram 2 or 3 years after I had gotten it started, and it provided a
1,500 scholarship to 10 students in every congressional district in

this country chosen by the school administrators, teaching profes-
sion, and so on, in all of the States. So, Ted Stevens and others
named that through a resolution the Robert C. Byrd Honor Schol-
arship Program.

Two questions. Over the life of the program, how many students
have received Byrd scholarships and how many new and continu-
ing awards have been made?

Mr. SKELLY. Approximately 60,000 students, Senator Byrd. In
1998, we will have 26,000 students getting awards.

Senator BYRD. Thank you.

In 1996 how much did the Department of Education support in
need-based student financial assistance?

Mr. SKELLY. About $28 billion in need-based aid for college stu-
dents was supported, and it cost approximately $10 billion.

Senator BYRD. And how much did the agency spend for the same
year for merit-based student financial assistance?

Mr. SKELLY. Our only merit-based program, Senator Byrd, is the
Byrd Scholarship Program and we used $29 million.
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MERIT AID—REWARDING ACADEMIC EXCELLENCE

Senator BYRD. Well, I thank you, Mr. Secretary, for supporting
the Byrd Scholarship Program. I thank the administration. I think
for the first year the administration has put into its budget the full
amount of funding for the Byrd Scholarship Program, which is
based on merit, which seeks to reward academic excellence so that
students will feel that they are getting recognition. And whether,
as I say, they come from the home of a lawyer, coal miner, doctor,
minister, or whatever, if they can show that they have got the right
stuff, they are going to get some recognition. I hope you will con-
tinue to support that program.

Secretary RILEY. Thank you, Senator. I wish you could make that
same statement to every parent in America. I think that is grand.

The whole idea, though, of the standards movement, Mr. Chair-
man, that you have supported and all of us have supported is very
much in keeping with that. It is not intended to be soft. It is not
intended to be easy, but it is raising standards in very many ways
and I think it is the right way to go.

Thank you, sir.

Senator BUMPERS. Mr. Chairman, I noticed when Senator Byrd
was talking about professional athletes being overpaid, I could not
help but notice Senator Kohl was nodding in agreement. [Laugh-
ter.]

Senator SPECTER. When Senator Byrd was commenting about
time spent on football, I thought of my father’s comment, Senator
Byrd. He was watching a football game one day and the ball eluded
one player after another, as some of those fumbles do down the
field, and he watched it for a while and he said, why do they not
give those fellows another ball? [Laughter.]

Senator BYRD. Mr. Chairman, one holiday season I decided I was
going to watch all the football games, and I watched them through
the Christmas season and New Year’s Day. And I became so tense
and so interested in the games that I just could not pull myself
away. Of course, when I was in high school, I rooted for the home
team also. I liked athletics.

But after this period was over of several days, I turned to my
wife and I said, what have I got to show for my time? [Laughter.]

In every one of those football games, they did the same thing. I
can describe a football game right now that will keep your atten-
tion and keep you on the edge of your chair.

Sjsnator SPECTER. After the second round, Senator Byrd. [Laugh-
ter.

Senator BYRD. But I decided that I ought to spend my time doing
something else. And I say that not in derogation of athletics.

Senator SPECTER. Senator Byrd, we welcome you here. We now
know how to get full funding for a program. [Laughter.]

Be in the Congress for 45 years and ask very pointed questions.

We are privileged to have Senator Byrd here. For those who do
not know, Senator Byrd spends a good bit of his time on soliloquies
on the Senate floor and has published four volumes now, Senator
Byrd, on the history of the Senate. And we are indeed fortunate to
have him. When the red light is on and Senator Byrd goes over-
time, we enjoy it. [Laughter.]
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Thank you very much, Senator Byrd.
PREPARED STATEMENT OF SENATOR BOND

The subcommittee has received a statement from Senator Chris-
topher Bond which will be inserted into the record at this point.
[The statement follows:]

PREPARED STATEMENT OF SENATOR CHRISTOPHER S. BOND

Mr. Chairman, it is always a pleasure to hear and learn from the U.S. Secretary
of Education, Mr. Richard Riley.

As T have traveled through Missouri and around the country, parents have told
me, without exception, that they are concerned about their children’s education,
from kindergarten to the college level. If, like me, you see college tuition cost loom-
ing on the horizon—my son Sam will enter college in less than two years—you are
wondering how in the world you are going to pay for it. And you are probably won-
dering why college tuition costs have gone up so much in the last few years. Since
1980, average tuition costs at public universities have increased 234 percent, but
the general rate of inflation and the average household income have increased only
about 80 percent (GAO Report). This is astounding and it seems to me that we need
to be asking why.

If you are a parent of an elementary, middle-school or high-school student, you
may be concerned that they are not learning enough to compete in today’s world
or you may be concerned about their physical safety getting to and from school and
even while in school.

That is why I am a cosponsor of S. 1, the Safe and Affordable Schools Act of 1997.
This legislation provides solutions to nearly all of these problems. I am pleased that
the President’s education budget contains several similar tax proposals included in
S. 1.

Mr. Chairman, as we all know, parents are the primary teachers of children and
play a vital and enduring role in their education. I am pleased with the President’s
proposal for preschool children, particularly, the initiative to promote parental in-
volvement in the early learning of their children. I am proud to say that in 1994
Congress passed Parents as Teachers legislation to expand the acclaimed Missouri
program nationally, and has since provided funding for school districts to implement
the program. This program, which I advocated as Governor and signed into law for
all Missouri school districts, has a proven track record of increasing a child’s intel-
lectual and social skills that are essential when he or she enters school, and involv-
ing parents in creating a healthy and safe learning environment for their children.
I hope that we will work to ensure increased funding for the Parent as Teachers
program so that the program can be expanded into more communities.

Mr. Chairman, I am delighted that Mr. Rob Reiner (television and movie director)
will have the opportunity to testify before the Committee today. Mr. Reiner has
launched the “I am Your Child Campaign,” and I am proud to be a part of this im-
portant new national effort to raise awareness about the first 3 years of life and
how this critical period of development may shape a person’s future success in
school, work, families, and society as a whole. Mr. Reiner has produced a wonderful
television special, “I Am Your Child.” I hope everyone will tune in on April 28 to
this entertaining and informative show. Mr. Reiner, I appreciate your hard work to
promote education in the earliest years of a child’s life and to improve the care chil-
dren get in those earliest years and look forward to continuing to work with you
on programs that are an investment in our future.

I am sure the White House Conference on Early Childhood Development and
Learning: What New Research on the Brain Tells Us About Our Youngest Children
will be successful. Fortunately, Missouri has known for years what research is now
showing that the greatest capacity to learn is found in a child’s early years. I am
just glad to see that we are moving in the right direction and look forward to learn-
ing more about the new discoveries of brain development.

I am also pleased that the Committee will have the opportunity to hear the testi-
mony of our other distinguished panelists: Governor Bob Miller (D-NV) and Gov-
ernor George Voinovich (R-OH) and Mr. Bruce Perry of Baylor School of Medicine.

Mr. Chairman, I thank you for your consideration and look forward to a successful
appropriations process which will enhance educational opportunities for all students
and benefit parents and communities as well.
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ADDITIONAL COMMITTEE QUESTIONS

Senator SPECTER. We now turn to our second panel. We thank
you very much for coming, Mr. Secretary. There will be quite a few
questions in writing because there are many subjects we could not
cover. Thank you.

[The following questions were not asked at the hearing, but were
submitted to the Department for response subsequent to the hear-
ing.]

ADDITIONAL COMMITTEE QUESTIONS
PRIVATE SCHOOL VOUCHERS

Question. What have been the effects of private school voucher programs in Mil-
waukee, Cleveland, and possibly elsewhere in the Nation on the achievement of par-
ticipating children?

Answer. Three separate studies of the Milwaukee voucher program have drawn
contradictory conclusions about the program’s impact on student achievement. The
evaluation by John Witte of the University of Wisconsin/Milwaukee found that vir-
tually all participating parents expressed satisfaction with the program, but stu-
dents’ achievement did not improve significantly from their previous achievement in
public schools. Greene and Peterson claim to have found evidence that the Milwau-
kee voucher program had a substantial positive effect on the math and reading
scores of students who remained in the program for 3—-4 years; however, these re-
sults are not significant when adjusted for family background or prior achievement.
A third study, conducted by Cecilia Rouse of Princeton, found that participating stu-
dents made gains in math but not in reading. No data are available yet on the
Cleveland voucher program; however, the Ohio Department of Education will be
conducting an independent evaluation.

Question. Might such programs be a partial solution to the serious problems faced
by disadvantaged pupils in high poverty school districts?

Answer. Based on a limited number of studies of school choice programs, there
is no conclusive evidence that these programs have a positive impact on student
achievement. In general, most differences between performance in public and pri-
vate schools can be explained by the family background of the students—such as
family income and parents’ educational attainment. Some research indicates that
public schools of choice show as large a benefit (if not larger) than private schools
in producing better student achievement. For example, a recent analysis comparing
10th graders in Catholic schools, nonreligious private schools, and magnet schools
found that magnet schools showed the strongest achievement benefit, with signifi-
cantly higher achievement in reading, social studies, and science.

In general, probably the most effective educational choice that parents and stu-
dents can make is to choose to take more challenging courses. Gamoran found that
after controlling for course-taking and other student factors, both Catholic and non-
religious private schools showed no significant advantage in any subject, while pub-
lic magnet schools showed a significant advantage in reading, social studies, and
science.

USE OF PRIVATE SCHOOL FACILITIES TO RELIEVE CROWDING OF PUBLIC SCHOOLS

Question. Some school systems are exploring using religiously-affiliated private
schools as a means to relieve overcrowding in public schools. What legal and policy
issues are raised by such efforts?

Answer. Some school districts may consider using private schools as a quick and
easy way to deal with overcrowding. However, it is not clear that there are sufficient
spaces available in private schools to have a substantial impact on overcrowding.
In addition, inclusion of religious schools in any plan to address overcrowding con-
cerns would raise constitutional issues. The study that the Department is undertak-
ing in response to a directive in the 1997 Conference Report will examine these im-
portant issues. We believe that a more effective approach to relieving overcrowding
in public schools is not short-term use of available spaces in private schools but for
States, localities, and even the private sector to meet the responsibility to provide
adequate public school facilities.
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SCHOOL CONSTRUCTION INITIATIVE

Question. Does your school construction proposal address the overcrowding prob-
lems faced by these school districts?

Answer. Yes, one of the objectives of our school construction legislation, the Part-
nership to Rebuild America’s Schools Act, is to help school systems build the addi-
tional schools they need, or will need, to serve increasing enrollments. In addition,
under the legislation, approximately one-half of the funding would flow to the 100
districts that serve the largest numbers of children from low-income families. Dis-
tricts in this group, such as New York and Houston, are the same ones that have
been considering using private schools to relieve overcrowding.

FEASIBILITY STUDY ON USE OF PRIVATE SCHOOL FACILITIES TO ALLEVIATE PUBLIC
SCHOOLS OVERCROWDING

Question. Last year, I included language in the conference report accompanying
the omnibus appropriations bill requesting that your Department provide to the
Committee by September 1, 1997 a feasibility study outlining the benefits of using
private and parochial schools as an alternative to alleviating the overcrowding in
public schools and barriers to using public school dollars for tuition reimbursements.
What is the status of your work on that study?

Answer. The study is somewhat behind schedule due to extended consultations
with private school and public school organizations and with the Office of Manage-
ment and Budget over the study design and questionnaires. OMB cleared the data
collection instrument on May 2, and the Department sent out surveys the following
week. This data collection consists of the following components:

—A survey of urban school districts to determine the extent of overcrowding, and
the status of efforts to alleviate overcrowding. This survey went to 24 large
urban districts that have identified a problem with overcrowding.

—A survey of private schools to determine their capacity to serve additional stu-
dents and to obtain information about their tuition and fees, admissions poli-
cies, student diversity, and interest in participating in a program to help the
public schools reduce overcrowding. This survey went to a representative sam-
ple of private schools located in the geographic areas covered by the above 24
school districts.

—A survey of private school organizations to explore potential issues and concerns
for private schools that might participate in such a program.

Although we will make every effort to complete the study as quickly as possible,
it seems unlikely that we will be able to deliver the final report to Congress by the
requested date of September 1. If we cannot provide the complete report by that
date, we will submit an interim report by September 1 that discusses the legal is-
sues surrounding the use of public dollars for the education of students in private
and religious schools, implementation and program design issues based on the expe-
rience with publicly funded voucher programs in Milwaukee and Cleveland, and is-
sues raised by the private school organizations.

FUNDING FOR THE VOLUNTARY NATIONAL ASSESSMENT TESTS

Question. Would you provide the Committee with details on the proportion of fis-
cal year 1997 appropriations, and of the fiscal year 1998 budget request, that you
propose to use for the development and administration of “national tests” in reading
and mathematics for fourth and eighth grade students?

Answer. We will use funds made available for the Fund for the Improvement of
Education (FIE) in the appropriation for Education Research, Statistics, and Im-
provement to develop these tests. We expect to use up to $10 million in FIE funds
for this purpose in 1997, and up to $12 million in 1998, infinitesimal portions of
the $29 billion fiscal year 1997 appropriation and the $39 billion fiscal year 1998
request. Funds will not be needed for implementation (or administration) of these
tests until 1999 when they first become available for use by States and districts.

Question. Since there was no mention of using these funds for this purpose in
your fiscal year 1997 budget, don’t you feel that a formal reprogramming request
1s in order if these funds are to be used to develop these national tests?

Answer. No. We think the FIE authority and funding is so broad that no re-
programming is necessary.

Question. What is the Department’s statutory authority for conducting your pro-
posed national testing program?

Answer. We believe that authority exists under the Fund for the Improvement of
Education authorized by Title X, Section 10101 of the Elementary and Secondary
Education Act (20 USC 8001).
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SCHOOL CONSTRUCTION INITIATIVE—PROPOSED AS MANDATORY APPROPRIATION

Question. The Administration’s initiative for school construction would provide a
program of $5 billion over 4 years to pay Federal interest subsidies for construction
projects for school districts repairing existing K—12 schools or building new schools
to meet overcrowded conditions. Why is the funding for this proposal being re-
quested as a “mandatory”, rather than a “discretionary” appropriation?

Answer. In order for this program to have its intended impact on State and local
activity, it is important that the States and communities know that the money will
be available up front. Without a guarantee of funding—that is, if annual funding
is subject to the regular appropriations process—States and communities may be
unable to initiate bonds and other financing actions, which would undermine the
purposes of the program. For this reason, the Administration has proposed making
the School Construction program a mandatory expenditure.

FINANCING THE SCHOOL CONSTRUCTION INITIATIVE

Question. For what length of time will Federal funding be required to meet com-
mitments under the proposed school construction program?

Answer. The Administration has proposed a one-time, $5 billion mandatory appro-
priation in fiscal year 1998. In order to give States and school districts sufficient
time to develop their school construction plans and go forward with bonds and other
financial activities, the funds would be available for obligation for four years.

Question. How do you anticipate financing the school construction program?

Answer. The Administration has proposed to finance the program through a one-
time, $5 billion mandatory appropriation.

Question. If you are using spectrum sales, what is to prevent other competing in-
terests from using the same source of money? Also, how stable will the money
source be?

Answer. We are no longer proposing to finance the program through spectrum
sales. When the President announced this initiative during the course of Congres-
sional deliberations over the 1997 budget, he was required to identify an offset be-
cause the program had not been included in the Administration’s budget submis-
sion. At that time (July of 1996), we identified the sale of a portion of the VHF tele-
vision spectrum as the offset.

Now, because the proposal fits within the President’s overall plan for eliminating
the budget deficit, as enunciated in the 1998 budget, a specific offset is not needed,
and the proposal is no longer tied to spectrum sales.

IDENTIFYING DISTRICTS WITH CRITICAL CONSTRUCTION NEEDS

Question. What criteria will be used to determine which schools are “in greatest
need?”

Answer. Under our proposal, States would give priority to construction projects
in localities with the greatest needs, as demonstrated by inadequate educational fa-
cilities coupled with a low level of resources to meet school construction needs. The
States would measure the needs of different communities through a survey under-
taken with the involvement of school officials and experts in building construction
and management. The 100 urban districts that would receive direct grants from ED
would undertake a similar survey of their school construction needs and would use
the Federal subsidy to fund their highest-priority needs.

Question. Where do “technology needs” rank in the list of “needs” for schools in
the President’s school construction proposal?

Answer. The Administration recognizes that improving school infrastructure to
enable the use of advanced educational technologies is one of the major challenges
facing school districts. Our bill would thus authorize States and districts to use the
Federal funds to support construction that facilitates the use of educational tech-
nologies. It would not, however, make this type of construction a higher or lower
priority than repairs to meet health and safety needs, disability access, improve-
ment in energy efficiency, or other types of eligible construction activities. That deci-
sion would be up to local and State officials.

It is likely that most construction projects will meet more than one need; a school
renovation can, all at once, upgrade building systems (such as plumbing and heat-
ing), increase energy efficiency, remove architectural barriers to disability access,
and provide the wiring needed for new computers and other technologies. It would
be cumbersome, and thus inappropriate, for the Federal Government to specify one
or more of these activities as priorities.
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EBONICS AND FEDERAL PROGRAMS

Question. Mr. Secretary, on January 23, 1997, this Subcommittee convened a
panel to discuss the issue of Ebonics. Unfortunately, your schedule did not permit
you to attend that hearing. Are there any current Federal education programs that
either might be used or are presently being used to support school programs based
on Ebonics?

Answer. Because we do not view Ebonics as a language, we do not believe that
the objective of teaching or maintaining Ebonics as a language would come within
the purposes of any of our programs.

Question. Is it possible for schools to use their funds under Title I of the Elemen-
tary and Secondary Education Act for an Ebonics-based program?

Answer. Schools have the flexibility to decide how to use Title I funds to help dis-
advantaged students meet high standards in core academic subjects. They can use
the teaching tools and approaches that they believe make the most sense in helping
raise their own students’ performance. However, the bottom line is that Title I re-
quires schools to show that their students are meeting high standards in core aca-
demic subjects.

WHITE HOUSE CONFERENCE ON EARLY CHILDHOOD DEVELOPMENT

Question. What role is the Department playing in tomorrow’s White House Con-
ference on Early Childhood Development?

Answer. Department staff participated in the interagency planning meetings for
the conference, helped identify participants, developed lists of potential invitees to
the conference, and provided early childhood research reports and other materials
for use in planning the conference. In response to the White House Executive Order,
the Department prepared a detailed report of its early childhood research and pro-
gram activities.

The Department’s Office of Educational Research and Improvement (OERI) is as-
sisting with the editing and production of the conference proceedings, in conjunction
with the Department of Health and Human Services (HHS).

RELATIONSHIP BETWEEN A CHILD’S EARLY EXPERIENCES AND SCHOOL SUCCESS

Question. Do you have any information on the relationship between a child’s expe-
rience during the first three years of life and later success in school?

Answer. The National Institute on Early Childhood Development and Education,
within OERI, is supporting a number of projects that are examining the relationship
between children’s early experiences and their success in school. Examples include:

—(1) Research conducted by the National Center for Early Development and
Learning on how quality in early childhood programs for young children affects
school performance and behavior by second grade; how early childhood experi-
ences at home and in preschool settings influence children’s transitions to kin-
dergarten; and how family-centered, community-based intervention models im-
prove outcomes for young children with a variety of risk factors.

—(2) A multi-site, randomized study of the short-and long-term effects of the Par-
ents As Teachers (PAT) program, and whether it affects parent knowledge, atti-
tudes, and behaviors; parent-child interactions; and early development and later
school readiness, school performance, and attendance of young children. This
study will assess the effectiveness of early parenting education and the support
provided through home visiting for families with young children.

In addition, OERI and HHS’s Maternal and Child Health Bureau are currently
funding a follow-up of the Abecedarian Study, one of the best research studies on
the relationship between a child’s earliest experiences and his or her later success
in school. The study has found that “educational intervention very early in the life
span had greater impact than experiences provided later” (Campbell & Ramey,
1995). The study has found that children who received an intensive preschool pro-
gram continued to have higher intelligence test scores, significantly higher test
scores in reading and math, fewer cases of retention in grade (39 percent vs 59 per-
cent), and fewer special education placements (24 percent vs 48 percent) than chil-
dren who did not receive the intervention. Currently, 74 of the original 111 Abe-
cedarian children are taking part in the follow-up investigation. To date, they have
been evaluated at ages 8, 12, and 15. The follow-up will look at the role that fathers
played in the children’s learning and social development; community-level influ-
ences; and individual differences among the sample population.

While there has been little research that begins with children during the first
three years and assesses their later school success, the Carnegie Corporation’s 1994
report, Starting Points, documents the importance of the first three years in how



124

children and adults function. The brain develops rapidly and extensively prior to age
one and is vulnerable to environmental influence, including nutrition, health care,
and how parents and other caregivers treat the baby. The major implication is that
experiences in the earliest years must be enhanced regardless of the settings chil-
dren are in, including family and child care environments. A failure to invest re-
sources in education and development until a child reaches kindergarten, or even
3 and 4 years old, may be penny wise and pound foolish.

Studies related to children with disabilities also provide important information.
The Infant Health and Development Program, a national multi-site study completed
in 1992, found that low-birth weight, premature infants who received comprehensive
early intervention and preschool services scored significantly higher on tests of men-
tal ability, and experienced lower mental disability rates, compared to children who
received only health services. The Early Intervention Collaborative Study also found
developmental gains after one year of intervention in children with identified dis-
abilities or who were at risk for developmental disabilities (Shonkoff, et al., 1990).
In 1996, the Early Intervention Research Institute completed work on a number of
longitudinal studies of the effects and costs of early intervention with children with
disabilities. These studies indicate that positive differences continued as children
progressed through elementary school.

RECOGNIZING THE IMPORTANCE OF EARLY BRAIN DEVELOPMENT IN DEPARTMENT OF
EDUCATION PROGRAMS

Question. How is the importance of brain development in the first three years of
life recognized in education programs and activities?

Answer. In the Special Education area, we know that the earlier you intervene,
the more positive effect you can have on the cognitive development and functional
abilities of infants and toddlers with disabilities. In recognition of the importance
of the first three years on the physical and mental development of the child, we sup-
port a number of early intervention activities. For example, the Infants and Fami-
lies program, for which $324 million, an increase of $8 million, is requested in fiscal
year 1998, assists States to implement coordinated, comprehensive statewide inter-
agency systems to make available early intervention services to all 0 to 3 aged chil-
dren with disabilities and their families. To promote effective implementation of this
program, we also conduct a comprehensive program of early childhood research and
technical assistance on best practices related to early intervention for infants and
toddlers with disabilities or at risk of developing disabilities. We also provide infor-
mation to parents on early intervention and early childhood education through De-
partment-funded clearinghouses and our parent training program.

ONGOING RESEARCH ACTIVITIES ON EARLY DEVELOPMENT

OERTI’s National Institute on Early Childhood Development and Education spon-
sors many activities that focus on how to use the results of brain research in pro-
grams or practices aimed at young children. Specifically:

—(1) The National Center for Early Development and Learning at the University
of North Carolina conducts research that examines the relationship between the
quality of child care environments and children’s learning and development.
The work is focusing on intervention models currently used with infants who
have “failure-to-thrive syndrome”, young children who have early onset of ag-
gressive and antisocial behaviors, and children whose families have low literacy
levels. It aims to determine if new, family-centered, community-based models of
supports and services reduce risk factors and improve outcomes for these young
children and their families.

—(2) A study of the Prevention of Reading Difficulties in Young Children is being
conducted by the National Academy of Sciences, with funding from the Early
Childhood Institute, the Department’s Office of Special Education Programs,
and the National Institute on Child Health and Human Development in HHS.
The effectiveness of existing models of prevention, program intervention, and in-
structional techniques used with populations of children at-risk for reading dif-
ficulties will be compared. Major policy implications of the research will be
highlighted, as will future directions for research and practice. Materials also
will be prepared for practitioners and parents.

—(3) A project to identify, describe, and disseminate information about promising
school-based or school-linked programs that reduce the number of low birth
weight babies (under 5% pounds) born to adolescent mothers. HHS reports that
22.5 percent of babies born to teenage mothers in 1992 were low birth weight.
We do not know how low birth weight is related specifically to brain develop-
ment. However, the Packard Foundation’s 1995 report on this topic found that,
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after controlling for other factors, low birth weight children are 50 percent more
likely to be placed in special education programs than normal birth weight chil-
dren. In addition, 31 percent of low birth weight children repeat a grade com-
pared to 26 percent of normal birth weight children.

PLANNED RESEARCH ACTIVITIES RELATED TO BRAIN RESEARCH AND EARLY CHILDHOOD
DEVELOPMENT AND LEARNING

Additional activities are planned, including:

—(1) A Study of Early Childhood Pedagogy by the National Academy of Sciences.
This two-year activity will convene leading early childhood researchers and edu-
cators to determine what young children should know, when they should know
it, and how they can learn best what they need to be prepared for and success-
ful in school. How to translate neuroscience findings to everyday practice will
be part of the discussions and deliberations.

—(2) A National Forum on Neuroscience Research and Early Learning: Implica-
tions for Educational Practice and Public Policy sponsored by the Early Child-
hood Institute, the Danforth and Dana Foundations, the Parents As Teachers
National Center, and the Graduate Department of Neuroscience Research at
Washington University (St. Louis). The Forum, to be held in the fall of 1997,
will examine recent neuroscience research findings and their relationship to the
development of language, literacy, and reading in young children. Discussions
will focus on the implications these findings have for States and communities
as they design early education and child care policies and programs for young
children and their families.

—(3) The National Center for Early Development and Learning will sponsor, in
September 1997, a research synthesis conference to determine what infant-tod-
dler child care practices and policies will maximize learning and development.
For very young children, the average age of entry into child care is 3 months,
and research shows that infant-toddler care is usually of the poorest quality.
Invitees will include a mix of leading neuroscience and early childhood research-
ers and practitioners.

—(4) The Early Childhood Institute will sponsor a conference on Developmentally
Appropriate Practices and Early Brain Development that will include neuro-
science, child development, and early childhood researchers, family organization
representatives, and practitioners to discuss young children’s learning and de-
velopment. The purpose will be to develop a document that presents a summary
of some key brain development findings related to young children; includes a
section to help parents and educators understand these findings; and includes
examples of developmentally appropriate activities that educators and parents
can use in everyday activities with young children.

INTERAGENCY COORDINATION TO DEVELOP EDUCATION POLICIES RECOGNIZING THE
IMPORTANCE OF THE AGES 0—3

Question. To what extent does the Department of Education coordinate with the
Department of Health and Human Services and other Federal agencies to develop
comprehensive education policy that recognizes the importance of ages 0-3?

Answer. The National Education Goal of school readiness, with its emphasis on
nutrition and health care, access to preschool, and parenting, provides a natural
link for interagency coordination of early childhood education efforts, and we are
working closely with other agencies to ensure that young children start school ready
to learn. To help achieve this goal, we are collaborating with the Department of
Health and Human Services and other Federal agencies to develop a coordinated ap-
proach for planning future directions for early childhood research, practice, and pol-
icy. For example, in the Special Education area, the Secretary heads a Federal
Interagency Coordinating Council related to infants, toddlers, and children with dis-
abilities, the purpose of which is to ensure effective coordination and minimize du-
plication of Federal early intervention and preschool programs and policies; coordi-
nate technical assistance and support activities to States; identify gaps in Federal
programs and services; and identify barriers to Federal interagency cooperation. The
Council includes representatives from Federal, State, and other agencies, and par-
ents. Representative HHS agencies include NIH, Maternal and Child Health, the
Administration for Children and Families, the Administration on Developmental
Disabilities, and the Health Care Financing Administration, and others.

The Department’s National Institute on Early Childhood Development and Edu-
cation, in February 1995, convened the Early Childhood Research Working Group,
which is comprised of agencies across nine Federal departments and the Govern-
ment Accounting Office. The agencies have research, data collection, and service de-
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livery responsibilities focusing on children from birth through 8 years of age and
their families. The purposes of the Working Group are to share early childhood re-
search, development, and policy information across Federal agencies; offer opportu-
nities for professional development for agencies’ staff; and develop a mechanism for
building a collaborative research, development, and policy agenda for children from
birth through 8 years of age and their families.

We co-fund research and technical assistance activities to promote broad under-
standing of what children should know and be able to do at various developmental
levels from birth through age 8. For example, the Early Childhood Institute sup-
ports collaborative research efforts with other Federal agencies, including an inter-
agency study of the effect of comprehensive interventions on young children’s learn-
ing and development, and a project on the prevention of reading difficulties in young
children. The Institute will also join the National Institute of Justice and the Mac-
Arthur Foundation in a nine-year study, following 7,200 children in Chicago, to
learn how aggressive behaviors develop and what interventions, beginning in in-
fancy, might reduce the behaviors. In addition, the Institute will join the National
Institute on Child Health and Human Development’s study of the Health and Men-
tal Health Adjustment of Immigrant Children, which will have major implications
for the public schools.

We also carry out other collaborative efforts with HHS such as joint monitoring
of the Infants and Families program.

TITLE I, EVEN START AND HEAD START COLLABORATION

Our efforts also include building continuity between Head Start, Title I, and Even
Start programs so that they more effectively address the developmental and edu-
cational needs of the children they serve. For example, beginning in 1998, Title I
preschool programs must meet several requirements for developing early childhood
curricula that also apply to Head Start programs. We worked closely with HHS to
help schools and districts implement those standards. Also, the Even Start family
literacy program reinforces early learning by integrating early childhood education
for children from birth through age seven, parenting, and adult literacy activities
that help parents take a more active role in their children’s learning. By networking
a variety of services for families, Even Start projects link families with Head Start
and other early childhood programs, as well as family health and nutrition assist-
ance, English language classes, day care, and job training.

PROPOSED POSTSECONDARY EDUCATION TAX CREDITS AND DEDUCTIONS

Question. The Administration has proposed Federal tax credits and an alternative
tax deduction for postsecondary education tuition and fees. What do you consider
to be the advantages of this form of assistance compared to the more traditional
form of authorization and annual appropriations for student assistance through
grants and loans?

Answer. The primary goal of our tax credit and deduction proposals is to reduce
the tax burdens faced by middle-income families who are struggling to help pay the
college bills of their children. Our tax credit and deduction proposals complement
our proposals for substantially increased direct need-based grant aid to students, in-
cluding the highest Pell Grant maximum award in history. These traditional pro-
grams tend to provide more help to poorer families than to the middle class.

Question. Is there any way to control budgetary costs of such tax expenditures
since these would not go through the annual appropriations process?

Answer. The budgetary costs of these tax provisions would be controlled by eligi-
bility limits on family income, costs of attendance, and other criteria. These are not
open-ended policies. In addition, the provisions could be modified during a budget
reconciliation process if necessary. The higher education tax proposals are consistent
with the President’s and the Congress’s goal of reaching a balanced budget. The
President’s proposals for the HOPE Scholarship and the education tax deduction can
be paid for fully within the fiscal year 1998 President’s Budget.

IMPACT OF TAX PROPOSALS ON ACCESS AND COLLEGE COSTS

Question. Do you have any information that would suggest which form of assist-
ance—tax credits or deductions versus grants or loans—would more likely increase
access to postsecondary education and strengthen educational opportunities in gen-
eral? What is the basis for claims that the proposed tax credits and deductions
would increase access to postsecondary education?

Answer. I do not think you should look at this situation as a choice between high-
er education tax proposals and traditional student aid. We need both. All these
forms of assistance would improve access to postsecondary education. Need-based
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aid would be available to students from low-income families. The tax provisions
would be available to students from middle-class families, as well as for workers re-
turning to school to acquire additional skills. Finally, loans would be available to
students who come from families which have a variety of income levels.

Question. Do you have any information that would suggest which form of assist-
ance would be more likely to curtail the constantly rising costs of tuition and fees
for postsecondary education? Is there any evidence to suggest that state legislatures
would not use the availability of tax credits and deductions as an opportunity to
raise tuition at state colleges and universities by an equivalent amount?

Answer. Federal assistance for postsecondary education has little to do with post-
secondary tuition costs. Postsecondary cost increases are driven by such factors as
the need for technological and academic facilities improvements, increasing faculty
salaries, and institutional financial aid.

I do not believe that state legislatures will raise tuition at state colleges and uni-
versities because of the proposed tax provisions. Many factors enter into a state leg-
islature’s decision to set tuition at a certain level. Those factors include the level
of subsidy the state believes is equitable for all of its citizens as well as its willing-
ness to tax and its ability to pay. Typically, states have a clear policy to maintain
low tuition levels at its public institutions.

PROPOSED AMERICA READS CHALLENGE

Question. What is the rationale for the proposed “America Reads Challenge” pro-
gram? We already have major programs for young children that focus largely on de-
veloping reading skills—Head Start, Title I, Even Start, and smaller efforts such as
the Parental Assistance program authorized by Title IV of Goals 2000—so why do
we need another program in this area?

Answer. The proposed America Reads Challenge will be devoted exclusively to
helping children read well and independently by the end of the third grade. Al-
though Head Start, Title I, and the Goals 2000 Parental Assistance program devote
resources to helping develop children’s reading skills, these programs have a much
broader purpose. The whole idea behind the America Reads Challenge is to work
with parents and educators to complement and support these other, essential pro-
grams so they can be even more effective in helping children increase their skills
and achievement levels, and by extending the on-task learning time of children who
need special help in reading, particularly before and after school and in the summer.

Even when students receive the very best in-class instruction, some will always
need extra time and assistance to meet the high levels of reading skills needed in
today’s economy. A significant part of the America Reads Challenge, Parents as
First Teachers, will provide grants to organizations that assist parents, including
those with children in Head Start, to help their children become successful readers.
The Reading Corps portion of America Reads, which will provide tutoring to stu-
dents after school, on weekends, and during the summer, will coordinate its tutoring
efforts with each child’s in-school reading program. One-on-one instruction is a key
component in enhancing reading skills. Study after study finds that sustained indi-
vidualized attention and tutoring after school and over the summer can raise read-
ing levels when combined with parental involvement and quality school instruction.

For our Nation to achieve its full potential, we must make sure that every young
child can read. Far too many of our young people are struggling through school
without having mastered this most essential and basic skill. On the 1994 National
Assessment of Educational Progress, 40 percent of all 4th graders scored below the
“basic” reading level. This is just not good enough. By the start of 4th grade, stu-
dents must be able to read so that they can learn science, history, literature, and
mathematics. If they can read then, they can read to learn for a lifetime. Students
who fail to read well by 4th grade have a greater likelihood of dropping out and
a lifetime of diminished success.

LEGISLATION DESIGNED IN RESPONSE TO NEEDS IDENTIFIED BY SCHOOL AND
COMMUNITY LITERACY PARTNERSHIPS

Question. Is the “America Reads Challenge” largely an effort to link AmeriCorps
with much more popular, less controversial programs in an effort to secure its fu-
ture? What are the truly new elements of the America Reads Challenge?

Answer. We have designed the America Reads Challenge legislation in response
to the needs of school and community literacy partnerships, not as a strategy for
boosting AmeriCorps. Last fall, officials at the U.S. Department of Education met
with individuals from parent groups, businesses, leading principals and teachers, lit-
eracy groups, and community organizations and asked them what they thought was
needed to help America’s children learn to read successfully. The general and over-
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whelming response focused on two things: 1) the need for trained reading specialists
to train volunteer tutors; and 2) the need for organized tutor coordinators to help
match tutors with children. What is unique about the America Reads Challenge leg-
islation is that it builds on this feedback and will provide the resources necessary
to implement and carry out successful school and community reading programs that
extend learning time for children who need extra help to read well. These school
and community partnerships are doing a good job, but they are reaching only a few
of our children who need help.

In the America Reads Challenge Act, the Corporation for National and Commu-
nity Service would help local reading programs recruit and organize volunteer tu-
tors. The tutors, coordinating with the in-school reading program, would provide in-
dividualized after-school, weekend, and summer reading tutoring for children who
want and need the extra help. We expect these tutors to help link the reading pro-
gram, teacher, school, child, and family. The funding for the Department of Edu-
cation will provide the technical and training expertise of reading specialists. To-
gether, the two will fill a void and a real need to provide after-school and summer
reading help.

AMERICAN READS CHALLENGE—JOINT INITIATIVE OF ED AND THE CORPORATION FOR
NATIONAL AND COMMUNITY SERVICE

The Administration designed America Reads as a joint initiative between the De-
partment of Education and the Corporation for National and Community Service in
order to leverage existing Federal resources and provide tools to communities that
need and want them. The America Reads Challenge legislation would build on the
strong track record of national service in tutoring and literacy. More than half the
25,000 AmeriCorps members now serving work with children and youth by tutoring,
mentoring, and running after-school and summer programs. Learn and Serve pro-
grams mobilize hundreds of thousands of K-12 and college students in service
projects; many tutor younger children. The Senior Corps, RSVP volunteers, and Fos-
ter Grandparents work extensively in school settings. The America Reads Challenge
calls for 11,000 additional AmeriCorps members each year to recruit and train vol-
unteers, and thousands more Senior Corps volunteers and Learn and Serve students
to manage tutoring programs or provide tutoring.

SCHOOL-TO-WORK

Question. Some parents and interest groups are concerned that school-to-work
programs steer students away from college and tracks them into specific jobs. What
evidence do you have to the contrary?

Answer. It is unfortunate that anyone would have these misperceptions. Today’s
high-skill job market demands that high school graduates have both advanced aca-
demic knowledge and workplace skills. Far from tracking students into specific ca-
reers, School-to-Work systems provide students and their parents with options, so
that they can make informed choices—both about further education after high
school and about careers.

Many students learn better and retain more when they learn in context, rather
in the abstract, and integrated work-based and school-based learning can be very
effective in motivating students to learn. School-to-Work does not “track” students
into set career paths. No one chooses a student’s career path, and no student is
asked to make final high-stakes occupational decisions. Last month, through the
School-to-Work program, we identified five urban high schools that are on the cut-
ting edge of education reform. I visited one of these schools—the Central Park East
Secondary School in New York City. This school and others like it show that teach-
ers, students, parents, the community, and businesses can join forces to produce
outstanding schools that stress:

—High academic standards and career skills;

—A curriculum of high-level academics linked with career experiences;

—Career exploration and work experiences linked to classroom teaching;

—Strong partnerships between the high school and postsecondary institutions;

—Adult mentors to assist students with classroom and on-the-job learning;

—A safe, supportive learning environment within the school.

Question. What steps is the School-to-Work Office taking to ensure parents that
sc}ﬁool-go-work programs won’t preclude or discourage their children from going to
college?

Answer. School-to-work aims to improve the way students are prepared for col-
lege, careers, and citizenship. The authorizing statute contains numerous provisions
referencing the important role of postsecondary education in any school-to-work sys-
tem. For example, the school-based learning component of a school-to-work system
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must include a program of study designed to meet the same academic content stand-
ards the State has established for all students—standards that meet the require-
ments necessary to prepare a student for postsecondary education. In evaluating ap-
plications and plans from States, peer reviewers look specifically at the extent to
which the State’s school-to-work plan includes effective strategies for establishing
linkages between secondary and postsecondary education.

PROGRAMS NOT AUTHORIZED UNDER THE IDEA ACT WHICH SERVE CHILDREN WITH
DISABILITIES

Question. In addition to programs authorized under the Individuals with Disabil-
ities Education Act (IDEA), what Federal programs provide assistance to school dis-
tricts to educate students with disabilities? In particular, what role does Medicaid
play in serving children with disabilities in public schools?

Answer. Several Federal programs provide support for educating children with
disabilities as part of their program mandates to help educate children in general
or to provide particular services such as health services. For example, about 5 per-
cent of the children served through Title I of the Elementary and Secondary Edu-
cation Act are children with disabilities.

MEDICAID PROGRAM SERVICES FOR THE DISABLED CHILD

Medicaid is a major resource for financing health-related services, that are nec-
essary in order to provide children with disabilities with access to special education
services. In 1988, the Medicare Catastrophic Coverage Act amended the Medicaid
law to make clear that Medicaid funds are available to pay for health-related serv-
ices and that nothing under the Medicaid statute is to be construed as prohibiting
or restricting the payment for services covered under a Medicaid State plan simply
because they are on a disabled child’s individualized education program.

The use of Medicaid funding is most important in districts with limited financial
resources and where large proportions of the children served are poor. For these dis-
tricts, Medicaid funding can be a critical resource in serving children with disabil-
ities.

AMOUNT OF LEA ASSISTANCE FOR DISABLED STUDENTS PROVIDED BY NON-IDEA
AUTHORIZED PROGRAMS

Question. What is the total amount of assistance that flows to local educational
agencies (LEA’s) under these other Federal programs for disabled pupils?

Answer. We do not know how much funding from other large programs is pro-
vided to schools or is used by schools to pay for services. However, we believe that
Medicaid and other health programs provide substantial support for related services
necessary to provide children with disabilities access to education. The way many
programs are structured would make accumulating such information very difficult.
For example, Medicaid costs are supported from State and Federal funds; and the
Head Start program requires that 10 percent of class spaces be made available for
children with disabilities, but does not indicate any particular level of funding for
services to these children.

Most assistance from the Department of Education for children with disabilities
is provided through Part B of the Individuals with Disabilities Education Act and
through Title I Grants to Local Educational Agencies.

Under Title I, funding is not tracked to individual children, and we do not have
information on the amount that schools actually spend on children with disabilities.
In fiscal year 1996, the Title I Grants to Local Educational Agencies program pro-
vided services to an estimated 9.6 million children at an average Federal per-child
cost of $700. Based on State-reported data for 1994-95, about 5 percent of children
receiving Title I services were identified as having disabilities. Assuming that
schools spent an average of $700 on each of the 9.6 million children estimated to
be served by the program in fiscal year 1996, then of the $6.730 billion in total fund-
ing, $336 million would have been for children with disabilities. The actual amount
used for disabled children receiving Title I services may be greater or less than this
amount.

IDEA—LEA USE OF GRANTS TO STATES PROGRAM FUNDS

Question. What is the most important use of IDEA funds by LEA’s?

Answer. Under the Grants to States program authorized by the Individuals with
Disabilities Education Act (IDEA), Federal funds are provided to assist in paying
for special education and related services for children with disabilities. For fiscal
year 1997, the appropriation for Grants to States represented only about 8 percent
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of the excess cost of providing these services. Local educational agencies have great
flexibility in determining which expenses will be paid for from Federal versus State
or local funding sources. One LEA may use Federal funds to pay for special trans-
portation costs while another uses the Federal funds for teachers’ salaries. We do
not collect information on which services local educational agencies have chosen to
use Federal funds to pay for.

Question. Are IDEA funds being effectively used by school districts?

Answer. Funds from IDEA are used in conjunction with State and local funds to
provide children with disabilities with free appropriate public education. The effec-
tiveness of the use of these funds varies from local educational agency to local edu-
cational agency and from State to State. One area of concern relates to the use of
funds to support placements in separate schools, which can involve high transpor-
tation costs, and, in the case of private school placements, tuition.

LEGISLATION PROPOSED TO CAP STATE ADMINISTRATIVE FUNDS UNDER IDEA

Question. Should Congress require that a greater proportion of IDEA funds flow
through to LEAs?

Answer. Congress has addressed this issue in the Individuals with Disabilities
Education Act Amendments of 1997, which passed the House on May 13, 1997, and
the Senate on May 14, 1997, and is now awaiting the President’s approval. This bill,
which is supported by the Administration, would increase the proportion of funds
to be flowed through to local educational agencies by capping the amount of funds
that may be retained by the State educational agency. In years in which the per-
centage increase in a State’s allocation exceeds the rate of inflation, the State may
reserve an amount up to the amount it was authorized to retain in the previous
year plus inflation. The balance of funds must be provided to local educational agen-
cies.

Question. What type of activities do State education agencies (SEAs) support with
their set aside?

Answer. Most States do not retain all of their set-aside funds at the State level,
but pass a portion of these funds on to local educational agencies according to the
Federal formula for distributing funds or targeted to specific local purposes. Other
major uses of funds include operating Statewide and regional resource centers and
staff development activities.

EQUITABLE FEDERAL SHARE OF EXCESS COSTS TO SERVE CHILDREN WITH DISABILITIES

Question. What is the equitable share of excess costs that should be borne by the
Federal Government?

Answer. The President’s budget request for fiscal year 1998 for the Special Edu-
cation Grants to States program is over $3.2 billion. This amount would provide
about 8 percent of the excess cost for serving children with disabilities, the same
level as in fiscal year 1997, and would provide support for an additional 101,000
children with disabilities requiring services. We believe that this is an appropriate
level of funding for fiscal year 1998 under the current Federal funding restraints.
In addition, children with disabilities will benefit from the other initiatives for
which we have requested funds.

IMPACT OF INCREASED APPROPRIATIONSON STATE AND LOCAL SERVICES

Question. If Congress increased appropriations for IDEA, will that provide fiscal
relief at the State level or local level?

Answer. Increases in the appropriations under IDEA above the requested level
could be used at State and local discretion to provide fiscal relief, subject to the re-
quirement that, for each local educational agency, the spending for children with
disabilities cannot be reduced below prior year spending levels. Additional Federal
funding might be used to cover increases in costs or to expand services for children
with disabilities. Under the IDEA Amendments that are now awaiting the Presi-
dent’s approval, LEAs will have the authority to use a portion of their Federal funds
to replace local funds once the appropriation for the program reaches $4.1 billion.

PUBLIC CHARTER SCHOOLS PROGRAM

Question. You propose a doubling of the appropriation for charter schools, from
$51 million for fiscal year 1997 to %100 million for fiscal year 1998. This compares
to an $18 million appropriation 2 years earlier, for fiscal year 1966. How effectively
can these rapidly increasing appropriations be used?

Answer. The increase requested for Charter Schools in 1998 is consistent with the
remarkable growth in the number of States with charter school laws and the num-
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ber of charter schools across the country. Between 1991 and 1994, 12 States passed
charter schools laws. In the past two years, an additional 14 States plus D.C. adopt-
ed charter legislation. Today well over 400 charter schools are in operation, up from
250 in January 1996. The number of charter schools will continue to grow rapidly
as new States adopt legislation, States with recently adopted laws begin to imple-
ment their charter schools programs, and States that have had laws for some years
reconsider restrictions on the number of charter schools permitted. This growth,
combined with the fact that the Federal program is designed to provide schools with
the start-up funding their developers say they need most in order to succeed, would
ensure the effective use of a $100 million appropriation. In addition to stimulating
the creation of additional schools, a $100 million appropriation would enable States
to increase the size of per-school awards from an average of around $35,000 to be-
tween $80,000 and $100,000. This boost would help provide sufficient funds, per
school, to facilitate the development of high-quality programs.

Question. Is there evidence that the Public Charter Schools program is effective
{n st?imulating the establishment of charter schools or adoption of charter school
aws?

Answer. While it is difficult to establish a direct link between the enactment of
the Public Charter Schools program and an increase in the number of charter
schools, the availability of Federal funds for planning and initial implementation of
charter schools does seem to have generated more interest in starting these schools.
For example, Kansas, which last year received an $850,000 Federal grant, has char-
tered its first school and awarded 23 planning grants after several years of no char-
tering activity. In Georgia, the number of charter schools has grown from three to
12 since the State received a Federal grant.

It is also not clear what impact, if any, the existence of the Federal law has on
States’ decisions to adopt charter school laws. We would not encourage States to
pass such legislation solely as a means of accessing additional Federal funds. Rath-
er, we would urge States to develop carefully considered charter school laws, and,
once that work is complete, Federal funds may provide some assistance to those peo-
ple interested in developing and implementing charter schools.

DISTRIBUTION OF PUBLIC CHARTER SCHOOLS PROGRAM FUNDS

Question. What proportion of the States with charter school laws are receiving
grants under this program?

Answer. About 80 percent of States with charter school laws received Federal
Charter Schools funding in the first two years of the program. The Department has
not yet conducted the competition for fiscal year 1997 funds.

Question. How are you allocating funds among these States—in proportion to
their number of charter schools, their overall enrollment levels, or simply at your
discretion?

Answer. Public Charter Schools is a discretionary grant program. Peer reviewers
use the statutory selection criteria to rate the quality of the applications submitted
to the Department. The Department makes awards to States and other eligible ap-
plicants in accordance with the peer reviewers’ scores.

CHARTER SCHOOLS GUIDANCE ON APPLYING FOR FEDERAL FUNDS

Question. What guidance are you providing to States on the allocation of all Fed-
er}a;l flu{)lds—not just those under the Public Charter Schools program—to charter
schools?

Answer. All program offices within the Department provide assistance to States
and school districts on the distribution of Federal funds to public schools, including
charter schools. In addition to this ongoing help, the Department plans to issue a
guide to help charter schools apply for Federal program money.

TERMINATION OF THE EDUCATION BLOCK GRANT

Question. The Administration has proposed the termination of funding for the
education block grant, the Innovative Education Program Strategies State Grants
authorized under Title VI of the Elementary and Secondary Education Act of 1965
(ESEA). How do you justify the elimination of one of the most flexible and popular
forms of federal assistance for elementary and secondary education?

Answer. The Innovative Education Strategies Program, like its predecessor Chap-
ter 2, is not well designed to support the types of State and local efforts most likely
to result in real improvements in teaching and learning. The Department continues
to believe that a more effective way to utilize scarce resources lies in targeting funds
on comprehensive systematic reform and areas of high need.
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The most recent evaluation of the Chapter 2 program, released in 1994, concluded
that:

—Infmost cases, the program had not been an impetus for systemic educational

reform.

—The majority of activities supported by Chapter 2 funds would have continued
without Chapter 2 funds because these funds typically constituted a small per-
centage of any program’s funding.

—40 percent of local district funding went to the purchase of instructional mate-
rials which were often not tied to the improvement of an instructional program.

—While nearly 75 percent of districts who used funds for instructional materials
purchased computer hardware/software, only 70 percent used those computer
purchases for instructional use.

More recent annual reports of the program have shown no real change in how

States and districts use their program funds.

While the Goals 2000 program provides the same flexibility as the Title VI pro-
gram, it makes the critical link between expenditures and standards-based edu-
cational reform that Title VI does not. There is no reason to have two separate flexi-
ble educational improvement programs, and Goals 2000 is clearly the authority
more likely to result in real improvements and reforms. Therefore, the Administra-
tion proposes to terminate the Title VI program.

Question. The education block grant program appears to achieve its popularity
through being one of the few types of funds from any source that can be used for
improvement purposes as determined by local educational agencies (LEAs). Do your
program evaluations show the extent to which local schools have any other source
of funds to meet locally determined improvement and innovation priorities?

Answer. As noted in the previous response, the most recent evaluation of Chapter
2, released in 1994, found that most of the activities it funded would have continued
without Chapter 2 funds because these funds typically constitute only a small per-
centage of any program’s funding.

Additionally, the Department has several programs that provide LEAs with funds
to meet locally determined improvement and innovation priorities. For example,
Goals 2000 provides funds to assist schools, communities, and States in developing
and implementing their own strategies for improving elementary and secondary
education. The Eisenhower State Grants program provides funding to States and
school districts to support professional development in all the core academic sub-
jects. The program gives schools the flexibility to set their own staff training and
development priorities. The Technology Literacy Challenge Fund provides grants to
States to assist them in implementing the strategies they have developed to inte-
grate technology into the curricula of their schools. States have a great deal of flexi-
bility in using these funds.

REDUCTION IN FEDERAL REGULATORY PAPERWORK REQUIREMENTS

Question. The education block grant program has reduced Federal regulatory pa-
perwork burdens to a minimum. Why not modify other Federal education programs
to be more like it, rather than proposing block grant termination?

Answer. The Department has made efforts to keep the Federal regulatory paper-
work burdens associated with its programs to a minimum. The Department has at-
tempted to maintain the flexibility afforded State and local educational agencies
through block grant programs while maintaining a connection between the funds it
provides and school reform efforts.

An example of an effort by the Department to reduce the regulatory paperwork
burden associated with its programs is Goals 2000. While the Goals 2000 program
promotes the same flexibility heralded in the Title VI program, it makes the critical
link between expenditures and standards-based educational reform that Title VI
does not. Further, States have found the program to be “user-friendly” because of
its regulation-free administration and the flexibility it affords them to build upon
pre-existing reform efforts.

Other Departmental programs, such as the Eisenhower Professional Development
State Grants, Safe and Drug-Free Schools and Communities, and the Technology
Literacy Challenge Fund, are also administered without regulations and provide
State and local agencies with flexibility while ensuring that program funds are used
to advance educational reforms and address critical national needs.

FEDERAL FAMILY EDUCATION LOAN AND DIRECT LOAN PROGRAMS

Question. Your Budget Justifications indicate that you intend to comply with the
goal of an even (50-50) split in future student loan volume between the Federal
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Family Education Loan and Direct Loan programs. How do you intend to assure
that this goal is reached and maintained?

Answer. The Department plans to continue its strong customer service orientation
and its support for both FFEL and Direct Loans. Our approach would let schools
choose which program best suits the needs of their students. We currently project
a 50 percent split in loan volume for academic year 1999—-2000—the sixth year of
the Direct Loan program. These are, of course, estimates, and will be adjusted based
on experience.

Question. Have you abandoned your previous goal of eliminating the FFEL pro-
gram?

Answer. Yes. That was a fiscal year 1996 proposal, and it was abandoned last
year. While we continue to believe that the Direct Loans program has substantial
inherent advantages to students, schools, and the taxpayer, as long as there is de-
mand for the FFEL program we will support it to the best of our ability. The Ad-
ministration is committed to preserving borrower and school benefits fostered by
competition between the two student loan delivery systems.

Question. Is your stated goal of a 50-50 split in loan volume between the Federal
Family Education Loan and the Direct Loan programs consistent with several of
your specific proposals that would reduce the incentives of lenders and Guaranty
Agencies to participate in the Federal Family Education Loan program, such as re-
duced interest subsidies and default repayments to lenders, and reduced revenues
for Guaranty Agencies?

Answer. Our projection of a 50-50 split in loan volume between FFEL and Direct
Loans in fiscal year 2000 is entirely consistent with our recent 1998 budget propos-
als to restructure the guaranty agency system for greater efficiencies and increase
lender risk-sharing. We view these policies as strengthening the overall delivery and
management of guaranteed student loans. Both students and taxpayers are the pri-
mary beneficiaries of these policies, but most participating lenders and guaranty
agencies would also continue to earn substantial returns. For instance, lenders
would still enjoy a 95 percent Federal guarantee against default, compared to 98
percent under current law—a reduction of only 3 percentage points. Default collec-
tion rates up to 18.5 percent paid to guaranty agencies would be similar to the ac-
tual average cost the Government incurs, instead of offering what has been consid-
ered a perverse incentive to let loans go into default by allowing guaranty agencies
to keep some 27 percent of every dollar they collect.

STUDENT LOAN GUARANTY AGENCY PROPOSALS

Question. The Guaranty Agencies are an important element of federal-state part-
nership in administering the Federal Family Education Loan program. Why do you
offer a series of proposals to undercut the Guaranty Agencies, eliminating them
from some of their current roles and reducing their revenues? Is this part of a strat-
egy to indirectly weaken the Federal Family Education Loan program in favor of
Direct Loans?

Answer. The Department’s proposals are not designed to undercut guaranty agen-
cies, but to increase efficiency and hold guaranty agencies to performance-based
standards.

Our proposed changes to the guaranty agency system recognize that these State
and private nonprofit entities currently act only as agents of the Federal Govern-
ment perform any substantial insurance function. Guaranty agencies currently use
Federal funds they hold in reserve to pay a small portion of each lender default
claim; while the balance is funded through Federal subsidy payments. Under our
proposals, the Government would pay all eligible lender default claims—greatly sim-
plifying the process.

We propose to replace the current administrative cost allowance (ACA), under
which guaranty agencies are paid .85 percent of new loan volume regardless of costs
incurred in relation to that volume. In its place, we propose two new sources of reve-
nue: a one-time issuance fee based on each new loan insured by the Secretary
through the agency, and an annual maintenance fee related to each outstanding
borrower account. Under this approach, Federal funding would be more aligned with
agency costs. We estimate that, in the aggregate, agencies would actually receive
more under our proposal than they would under the current ACA formula.

The Department’s proposals are not intended to weaken FFEL in favor of Direct
Loans. Our proposals to restructure the guaranty agency system and increase risk-
sharing by lenders are designed to increase FFEL efficiency, reduce costs, and cre-
ate an even more customer-service driven program. This would result in an even
stronger, not a weaker FFEL program.
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CENSUS DATA AND FISCAL YEAR 1997 TITLE I ALLOCATIONS

Question. Has the Department yet made its decision regarding what population
data to use in calculating fiscal year 1997 grants for Part A of Title I, Elementary
and Secondary Act? If not, what problems are being created for State and local edu-
cational agencies by this delay? If so, what is the decision, and the rationale for
making it?

Answer. The Department announced 1997 Title I allocations to States without any
delays in mid-April, shortly after the Secretaries of Commerce and Education made
the decision to follow the recommendation of the National Academy of Sciences with
regard to the use of poverty estimates for fiscal year 1997 allocations. State and
local educational agencies received notice of their allocations on the normal schedule
and should have ample time to plan their Title I programs for the upcoming school
year, hire staff, and purchase necessary materials and equipment.

Consistent with the Title I statute, the Secretaries of Commerce and Education
sought expert advice from the Academy on whether the Census Bureau’s 1994 up-
dated poverty estimates are appropriate or reliable for use in making fiscal year
1997 Title I allocations. Based on that advice, our decision was that it would be in-
appropriate to use either the updated estimates or the 1990 decennial census esti-
mates alone for making fiscal year 1997 Title I allocations. Further, we agreed with
the Academy’s recommendation to utilize a combination of the 1990 census data and
1994 updated poverty data for these allocations, following the procedure outlined in
the “Executive Summary” of the Academy’s report, released March 21, 1997. Specifi-
cally, the procedure allocates Title I funds to counties on the basis of estimates that
are obtained by averaging the poverty rates for 1989 and 1993 and then applying
the average rate to the 1994 population estimate for school-age children in each
county. Our decision is explained further in the “Report of the Secretary of Edu-
cation and the Secretary of Commerce Concerning the Use of Updated Census Bu-
reau Poverty Estimates for Title I Allocations in fiscal year 1997,” transmitted to
the Congress on April 18, 1997.

RECOMMENDED BASIS FOR ALLOCATION OF FISCAL YEAR 1997 ESEA TITLE I, PART A
GRANTS

Question. A National Academy of Sciences advisory panel has recommended that
a specific combination of 1990 Census and 1993 updated estimates of school-age
children in poor families be used as a basis for allocating fiscal year 1997 ESEA
Title I, Part A grants. Do you agree with their recommendation?

Answer. Yes. The Secretaries of Commerce and Education agree with the Acad-
emy’s conclusion that using either the 1990 census poverty data or the 1994 updated
poverty data alone would not be appropriate for 1997 allocations, and that the allo-
cations should use poverty data blended from the two data sources.

The Title I statute requires that the Department use the “most recent satisfactory
data available from the Department of Commerce” for Title I allocations. For the
reasons given by the Academy’s panel and in our report, these composite data are
the most recent satisfactory data from the Department of Commerce.

Question. Do you believe that you are authorized to follow such a recommendation
to use neither the 1990 Census nor the 1993 updated population estimates alone?

Answer. Yes. We have looked very closely at the issue and believe there is ample
authority under the statute to follow the NAS recommendation.

QUESTIONS SUBMITTED BY SENATOR SLADE GORTON
INDIVIDUALS WITH DISABILITIES EDUCATION ACT—FEDERAL PER STUDENT ALLOCATION

Question. Secretary Riley, what is the fiscal year 1997 Federal per student alloca-
tion under the statutory pass-through requirement to the school districts for IDEA
Part B, State Grants?

Answer. We estimate that the average amount provided per student served with
a disability to each State, the District of Columbia, and Puerto Rico from the fiscal
year 1997 appropriation will be $525. Of this amount, at least 75 percent, or $394
must be passed through to local educational agencies.

PER STUDENT EVALUATION AND IEP DEVELOPMENT COSTS

Question. What is the average per student cost, based on available information
and studies from the Department of Education, for initial identification, evaluation,
and development of the IEP?
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Answer. The Special Education Cost Study conducted by Decision Resources Cor-
poration for the Department of Education indicated that the average cost of the ini-
tial evaluation and Individual Education Program (IEP) development for a student
with a disability was $1,200 in the 1985-86 school year. Based on increases in the
average per pupil expenditure for educating children and inflation rates, the cost
for these activities in the 1997-98 school year would be about $2,200.

STATE ASSISTANCE FOR DISABLED STUDENTS FROM NONEDUCATIONAL AGENCY
RESOURCES

Question. Can the Secretary discuss the reasons why some States provide inter-
agency financial assistance to school districts for the costs of health and other relat-
ed services of disabled children, while other States provide virtually no such finan-
cial assistance from noneducational agencies of the State?

Answer. There are many reasons why States vary in the amount of assistance
provided from noneducational agencies that is used for the cost of health and other
related services. One of the major factors is the extent to which State educational
agencies and State health agencies have been able to work together to coordinate
their efforts to provide services. Billing procedures between educational and health
agencies are not always clear and there is often a lack of agreement regarding
which services various agencies are responsible for providing. Another factor that
limits health agency support for education related services is that educational and
health agencies often have different standards for services. For example, IDEA often
requires that services be provided by personnel that meet higher standards than
would be required for providing Medicaid services.

States’ policies regarding programs such as Medicaid also have a direct impact on
the extent to which States provide assistance for health and other related edu-
cational services. States that provide Medicaid coverage for families at higher in-
come levels have a more extended range of children who can be provided health re-
lated educational services from Medicaid funds.

The IDEA Amendments of 1997 would require States to take specified actions to
ensure that LEAs have access to funds from noneducational agencies which have
been assigned responsibility by Federal or State law, State policy or by interagency
agreement to provide special education or related services. These services include
assistive technology devices and services, supplementary aids and services, and
transition services.

PUBLIC COMMENT AND NOTIFICATION OFDEPARTMENTAL POLICY LETTERS

Question. How does the Department provide for public comment and timely notifi-
catign to school districts of interpretive rules issued through Department policy let-
ters?

Answer. The Department’s Office of Special Education Programs (OSEP) issues
policy letters in response to specific inquiries it receives from Federal, State, or local
legislators; State or local educational agencies; parents; teachers; advocacy organiza-
tions; or other interested parties. When asked a specific question, OSEP provides
its interpretation of the particular statutory and regulatory requirements of the In-
dividuals with Disabilities Education Act (IDEA) in the context of the particular fac-
tual situation or request presented by the inquiry. These responses explain how
OSEP would apply the relevant legal requirements to the particular issue pre-
sented, and, in a given context, describe what OSEP considers to be necessary to
comply with the IDEA requirements.

While regulations must be promulgated through certain procedures prescribed by
the Administrative Procedures Act, including notice and comment, these procedures
do not apply to OSEP policy letters, which interpret the application of current rules
to particular situations. Regulations create new law, rights or duties while policy
letters only give the Department’s interpretation of what the underlying statutes
and regulations mean.

Policy letters are sent to the individual, organization, or entity who requested
OSEP’s opinion. Generally, a copy of the policy letter is also sent to the relevant
State educational agency. OSEP policy letters that include new policy clarifications
that might be applicable to more than one discrete situation have been widely dis-
seminated to States and organizations representing interested parties, such as
school districts, and have been published by a widely used commercial reporting
service.

Under the IDEA Amendments of 1997 that were passed by the House on May 13,
1997, and the Senate on May 14, 1997, and are now awaiting the President’s signa-
ture, the Department will, on a quarterly basis, publish in the Federal Register, and
widely disseminate to interested entities through various additional forms of com-
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munication, a list, including topic and other summary information, of all policy let-
ters sent during the previous quarter. In addition, the Department will widely dis-
seminate to State and local educational agencies, parent and advocacy organiza-
tions, and other interested organizations all policy letters that raise an issue of gen-
eral interest or applicability of national significance to the implementation of IDEA
and will, within one year, issue written guidance on that policy or interpretation
through such means as the Secretary determines appropriate.

EVALUATIONS REQUIRED BY IDEA REGULATIONS

Question. What is the average per child cost and the total national expenditure
for triennial evaluations required by the IDEA regulations? Also please cite the stat-
utory authorization for this administrative requirement.

Answer. The Department does not collect data on the costs of triennial evalua-
tions. However, a study conducted several years ago in the State of Michigan found
the average cost of these evaluations to be about %750. Estimating a national aver-
age cost from this study has many inherent problems. We do not know whether the
costs in Michigan are typical of other States though we do know the average per
pupil educational expenditures for children in Michigan are higher than in the Na-
tion as a whole. At the same time, the cost of evaluations in Michigan and the Na-
tion has probably increased since the study was done. About 5.6 million children
with disabilities were served by States under the IDEA in the 1995-96 school year.
However, in any given year only a small proportion of children would receive a tri-
ennial evaluation. Many children would have been receiving services for less than
three years. Others may have received evaluations more frequently than every three
years because such evaluations were deemed appropriate. For others, their triennial
evaluations would have been conducted in a prior school year. Taking all of these
factors into consideration, we believe that the total expenditure for triennial evalua-
tions was probably about $500 million for the school year 1995-96.

The triennial evaluation required in regulations at 34 CFR 300.534 ensures that
a child who has been identified as eligible for special education and related services
continues to be eligible for those services, and that the services provided in accord-
ance with the individualized education program are appropriate for addressing the
unique needs of the child. The statutory basis for this requirement is section
612(2)(C) of the Individuals with Disabilities Education Act, which requires all chil-
dren in need of special education and related services to be evaluated, and sections
602(18) and 614(a)(5), which require that special education and related services be
provided in accordance with an individualized education program that addresses
each child’s unique needs.

DEPARTMENTAL ADMINISTRATIVE EXPENSES

Question. Mr. Secretary, what percentage of funds appropriated to the Depart-
ment of Education are used for administrative costs? Furthermore, what percentage
of the funds the Department of Education allocates to the States are reserved for
administrative purposes?

Answer. A very small proportion of Federal education funding goes to administra-
tive costs at the Federal or State levels. Less than 2 percent of the Department of
Education budget is spent on Federal administrative costs. Over 98 percent of Fed-
eral education funds are sent to States and local communities, and roughly 93 per-
cent of Federal funds for elementary and secondary education reach school districts
and other agencies that provide services.

Overall, States retain about 3.6 percent of the funds for State-level activities, in-
cluding program administration, technical assistance, and State-operated programs.
For example, States retain only 1 percent of Title I, but somewhat larger percent-
ages for Safe and Drug-Free Schools (6 percent) and the IDEA programs serving
children with disabilities (7 percent). Finally, to help get more dollars to the class-
room, in our legislative proposals we have recommended reducing the funds that
States and localities can use for administration.

AMERICAN READS CHALLENGE

Question. The America Reads program consists of $2.75 billion in mandatory
spending over the next five years, of which $1.75 billion would be used to fund
30,000 after-school reading specialists and materials. Over the same period, an addi-
tional $1 billion from the Corporation for National Service will fund AmeriCorps vol-
unteers to recruit and organize one million reading volunteers. Why do we need two
separate programs to accomplish the same objective?

Answer. The Administration designed America Reads as a joint initiative between
the Department of Education and the Corporation for National and Community
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Service in order to leverage existing Federal resources and provide tools to commu-
nities that need and want them to help children learn to read independently and
well by the end of the third grade. We have developed the America Reads Challenge
legislation in response to the needs of school and community literacy partnerships.
Last fall, officials at the U.S. Department of Education met with parent groups,
businesses, leading principals and teachers, literacy groups, and community organi-
zations and asked them what they thought was needed to help America’s children
learn to read successfully. The general and overwhelming response focused on two
things: (1) the need for trained reading specialists to train volunteer tutors; and (2)
the need for organized tutor coordinators to help match tutors with children. What
is unique about the America Reads Challenge legislation is that it builds on this
feedback and will provide the resources necessary to implement and carry out suc-
cessful school and community reading programs that extend learning time for chil-
dren who need extra help to read well, by bringing together the Education Depart-
ment’s knowledge and expertise with reading programs and the Corporation’s dem-
onstrated success in developing and coordinating effective tutoring and volunteer
programs.

Under the America Reads Challenge Act, the Corporation for National and Com-
munity Service would help local reading programs recruit and organize volunteer
tutors. The tutors, coordinating with the in-school reading program, would provide
individualized after-school, weekend, and summer reading tutoring for children who
want and need the extra help. We expect these tutors to help link the reading pro-
gram, teacher, school, child, and family. The funding for the Department of Edu-
cation will provide the technical and training expertise of reading specialists. To-
gether, the two will fill a void and a real need to provide after-school and summer
reading help. At the local level, however, reading programs will function as a single,
integrated effort.

We estimate that our budget request for the America Reads Challenge will sup-
port 25,000 reading specialists and tutor coordinators—including 11,000 AmeriCorps
members. Under the recent budget agreement between the White House and Con-
%Tezsional leadership, America Reads would be paid for entirely with discretionary
unds.

EFFECTIVENESS OF TECHNOLOGY IN IMPROVING STUDENT ACHIEVEMENT

Question. Computers are rapidly becoming more and more important to the every-
day functioning of millions of Americans. They are also, however, very expensive to
purchase and maintain. The Administration proposes spending more than $2 billion
for technology over the next five years. What information does the Department of
Educgtion have regarding the ways in which technology improves academic achieve-
ment?

Answer. The evidence is strong that, used properly, computers and other edu-
cational technologies can be effective in expanding students’ opportunities, motiva-
tion, and achievement. Technology can change the content of instruction and enable
the learner to develop skills not possible through conventional instruction. Tech-
nology can also affect student achievement indirectly, by improving student assess-
ments, professional development, and family involvement. While many of the De-
partment’s technology programs are too new to provide conclusive evaluative data,
a number of independent studies indicate that technology has proven effective in the
following areas:

Basic Skills.—Computer-assisted instruction (CAI) allows students to proceed at
their own pace, and provides instruction and instant feedback based on the stu-
dent’s individual needs. In a long series of studies, students in classrooms with CAI
outperformed their peers without CAI on standardized tests of basic skills achieve-
ment by as much as 30 percent. Evaluations have demonstrated that technology im-
proves basic literacy, math, and science skills, by engaging students in multidisci-
plinary tasks, and by bringing material “to life,” enhancing students’ ability to both
remember and understand what they read and hear.

Advanced Skills.—Educational technology helps students develop more advanced
skills, such as the ability to conduct research, organize information, recognize pat-
terns, draw inferences, and communicate findings.

Accommodating Student Needs.—Assistive technologies can help students with
special needs to function in mainstream classes and communicate with their peers.
In one study, learning disabled adult students receiving videodisc-delivered algebra
instruction significantly outperformed students receiving textbook instruction on
two different tests. Technology has also improved the ability to teach English and
other second languages. Distance learning allows students in small and geographi-
cally remote schools to take a wide range of courses, including Advanced Placement
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courses. It also allows migrant students to continue their education without inter-
ruption, resulting in higher completion rates.

Access to Instruction and Information.—Networks and the Internet provide stu-
dents with access to world-wide libraries and information resources. In addition,
linking schools through telecommunications networks allows geographically dis-
persed classes to work collaboratively to develop and implement projects and to
learn more about the social, cultural, and physical world. An evaluation of one such
project demonstrated significant gains in students’ ability to organize, represent,
and interpret data, as well as gains in knowledge of specific content areas.

Processing and Presenting Information.—Software tools such as word processors,
spreadsheets, databases, encyclopedias, and graphics/presentation programs in-
crease the ability of students to prepare studies, projects, and homework, and to
communicate this information to others. Technology also makes it easier for stu-
dents to edit written work, resulting in higher quality writing.

QUESTIONS SUBMITTED BY SENATOR CHRISTOPHER S. BOND
PREPARATION OF HIGH-SCHOOL STUDENTS FOR POSTSECONDARY EDUCATION

Question. The Federal Government spends $7 billion in remedial education. Sta-
tistics show that 29 percent of all freshmen take a remedial course when they enter
college. Remedial courses are required by 41 percent of the freshmen at community
colleges, 26 percent at two-year private colleges, 22 percent at four-year public insti-
tutions, and 13 percent at four-year private institutions (Forbes, February 10, 1997).

These statistics are extremely alarming and send the message that our young peo-
ple are not being properly prepared during their high-school years. What is the De-
partment doing to encourage better preparation at the high-school level?

Answer. First of all, Department programs are encouraging better preparation at
the high-school level by helping States and school districts build a strong foundation
for better student achievement at all levels of education. Programs authorized by
the Elementary and Secondary Education Act (ESEA), the Goals 2000: Educate
America Act, and the School-to-Work Opportunities Act are based on the recognition
that significant achievement gains at any education level are not likely to occur
without fundamental education reforms to create and use high standards as the
starting point for improving school and student performance. These programs are
helping States and local communities create high expectations for all their elemen-
tary and secondary students, and providing resources for reshaping local curriculum
to reflect high State standards and to train teachers to lift students up to those
standards. Title I, the largest Federal elementary and secondary program, is an im-
portant part of this effort. In 1995, the $7 billion Title I program shifted its focus
away from providing remedial instruction intended to bring low-achieving students
up to minimal levels of competency in basic skills to a completely new objective of
helpilngddisadvantaged students benefit from educational reforms stressing high
standards.

PROVIDING EXTRA EDUCATION PROGRAM RESOURCES AT KEY MILESTONES IN
EDUCATION

Second, since the pathway to academic success is set long before students enter
high school, Department programs are providing the extra resources that poor and
low-achieving schools and students need to perform well at key milestones in their
education. One of the first objectives is that all students need to be able to read
independently and well by the fourth grade, or they will be unable to read to learn
other subjects. They also need a strong background in challenging mathematics by
the eighth grade, or they will be unable to take the rigorous courses in high school
that prepare them for college. Also, to help schools meet the standards and measure
their progress in these important areas, the Department is leading an effort over
the next two years to develop the national tests of student achievement in reading
and math proposed by the President. These voluntary national tests for fourth grade
reading and eighth grade math will go a long way toward ensuring that challenging
standards become a reality for all students.

PREPARING STUDENTS FOR KNOWLEDGE-DRIVEN ECONOMY OF THE 21ST CENTURY

Third, in addition to strengthening the foundations for learning that affect stu-
dent achievement in high school, some Department programs are focusing specifi-
cally on helping high-school students obtain the knowledge and skills to pursue and
complete post-secondary training and compete for high-paying jobs in the knowl-
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edge-driven economy of the 21st century. For example, in the fiscal year 1998 budg-
et we are requesting:

—$202 million for the Upward Bound program, which prepares high-school stu-
dents and veterans to pursue and complete their education beyond high school.
The typical Upward Bound experience is a highly structured, demanding pro-
gram of supplemental academic instruction. The average program participant
receives 160 hours of supplemental instruction a year. In contrast to the early
1970s, when most Upward Bound instruction had a remedial focus, the pro-
gram’s current emphasis includes course work that supports the high-school
curriculum and advanced instruction. Services also include Saturday classes, tu-
torial and counseling sessions, cultural enrichment activities, and a 6-week
summer component. Also, some funds are used to establish mathematics and
science regional centers to encourage students to pursue postsecondary degrees
in these fields.

—$200 million for School-to-Work Opportunities, to help all 50 States fully imple-
ment their strategies for preparing students for work and further education.
School-to-work is a promising educational strategy that aims to improve learn-
ing by connecting what goes on in the high-school classroom to future careers
and to real work situations. Through the School-to-Work Opportunities Act, op-
erated through a partnership between the Departments of Education and Labor,
every State has access to seed money to design and implement a comprehensive
school-to-work transition system for their students. Students in School-to-Work
systems are expected to meet high State academic standards and, in addition,
earn portable, industry-recognized skill certificates.

—$6 million for a new Advanced Placement Fee program to supplement State ef-
forts to subsidize or, in some cases, pay the full cost of advanced placement
tests for low-income high-school students. The program will help raise academic
standards by encouraging all students to challenge themselves and take the
tough courses. It will also help fight the tyranny of low expectations, which
keeps so many students from developing to their full potential.

HOPE SCHOLARSHIPS

Question. Will the Hope Scholarships proposal encourage grade inflation by link-
ing the “B” average to the $1,500 tax credit?

Answer. I do not believe this proposal will encourage grade inflation. As with nu-
merous private and institutional merit grants and scholarships, professors would be
unlikely to know which students are first-year HOPE Scholarship recipients.

In addition, in enacting the current “satisfactory academic progress” requirement
for participation in all of the Department’s student aid programs, i.e. maintaining
a “C” average, or its equivalent, Congress had some concern about possible grade
inflation, and requested a study by the Department. The resulting study found that
the “C” average rule has not resulted in grade inflation.

Georgia reports no evidence of grade inflation related to the Georgia Hope Schol-
arship. In fact, some 50 percent of Georgia Hope recipients lose their aid in the sec-
ond year due to failure to meet the “B” average requirement.

Question. How will this proposal prevent further tuition inflation which could re-
sult by schools raising tuition to capture new funds?

Answer. There is no evidence to suggest that increases in student aid result in
increases in tuition. In fact, the Federal student aid programs have increased their
greatest during those periods of time when tuitions have remained the most stable.

Furthermore, the tax credit would be targeted to specific populations, leaving un-
affected large segments of students, including upperclassmen, graduate and part-
time students, and those with family incomes above the cutoffs. Out of some 14 mil-
lion postsecondary students, there would be only 4 million HOPE recipients.

Question. What is your response to criticism from the higher education community
that your plan will increase access to higher education for low-income students but
will simply subsidize students who would have attended college regardless.

Answer. The HOPE Scholarship is targeted towards middle-class families who are
struggling to pay their children’s college costs. Middle-income students are only half
as likely to attend college as students from upper-income families, showing that fi-
nancial barriers to college continue to exist. The HOPE proposal will help reduce
the increasing amount of debt families have incurred to pay these costs by providing
needed tax relief and will induce students to attend college who otherwise would
not have.
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IMPACT AID

Question. The Department’s budget substantially increases funding for general
Federal assistance to school districts at the same time it proposes to dramatically
reduce Impact Aid payments and eliminate Federal property payments which rep-
resent an obligation of the Federal Government to mitigate the adverse effects of
its activities on local school districts. Missouri would be greatly impacted by the re-
duction and elimination of funding for Impact Aid payments. What is the Depart-
ment’s reason for such a reduction and elimination of funding for Impact Aid pay-
ments and what will happen to local school districts?

Answer. Our budget request would not increase funding for general Federal as-
sistance to school districts. Rather, we have proposed to terminate those programs
that provide general, untargeted support, such as the Title VI education block grant
and the portions of the Impact Aid program that provide assistance on behalf of stu-
dents whose enrollment does not impose a significant burden on school districts.
And we have proposed increases for programs that focus on the needs of the dis-
advantaged, children with disabilities, and other special populations, or that address
national priorities like educational technology, safe and drug-free schools, and pro-
fessional development.

The relatively small reduction for Impact Aid (10 percent) would adequately fund
a better targeted program. It would limit Basic Support Payments to those on behalf
of children living on Indian lands and children of members of the uniformed services
who live on Federal property. These two categories of children present the greatest
burden to local educational agencies, and our request would provide at least level
funding, and in some cases increased payments, for school districts that educate
them. We have also proposed to level-fund the Impact Aid disability payments and
to provide badly needed funds for the maintenance and upgrading of federally
owned schools. We do not propose to fund the Section 8002 Payments for Federal
Property program because it duplicates the 8003 payments on behalf of federally
connected children.

SCHOOL CONSTRUCTION INITIATIVE

Question. The President has proposed a $5 billion new Federal program for local
school construction. I believe we all recognize that many schools are in dire need
of repair and renovation. However, I do have some concerns about the proposal.
Would this initiative increase school construction costs by imposing costly govern-
ment mandates like the prevailing wage requirement (Davis-Bacon) to be paid on
1fede;"ally funded projects, ultimately costing taxpayers more providing students with
ess?

Answer. As is commonly the case with Federal construction programs, our pro-
gram would be covered by the Davis-Bacon Act, which requires that laborers and
mechanics who work on the construction projects be paid wages at rates not less
then the prevailing wages for the same type of work on similar construction in the
locality.

The purpose of the Davis-Bacon rules is to ensure that federally funded construc-
tion activities do not have the unintended effect of depressing wages in a commu-
nity. According to the Department of Labor (DOL), there is no real evidence that
the Act drives up local wages; studies that purported to show such a cost are over
a decade old and do not reflect changes in the construction practices and in DOL’s
administration of the Act. Moreover, 30 States, and a number of localities, have
their own prevailing wage laws and would not be affected, at least to some extent,
by the inclusion of Davis-Bacon coverage in our construction program. Nor would
school districts that receive funding from our Impact Aid program; their school con-
struction activities are already covered by Davis-Bacon rules.

PARENTS AS TEACHERS AND HOME INSTRUCTION FOR PRESCHOOL YOUNGSTERS
PROGRAMS

Question. As you know, Secretary Riley, the purpose of Title IV of the Goals 2000:
Educate America Act is to increase parents’ knowledge of and confidence in child-
rearing activities, to strengthen partnerships between them and professionals in
meeting educational needs of children aged birth through 5, to enhance the devel-
opmental progress of those children, and to fund at least one parental information
and resource center in each State. To accomplish the parenting goals, the statute
requires that grantees use part of their funds to establish, expand, or operate Par-
ents as Teachers (PAT) or Home Instruction for Preschool Youngsters (HIPPY) pro-
grams.
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Three-quarters (21 to 28) of the original grantees chose to implement the Parents
as Teachers program, a model for which staff receive training from the Parents as
Teachers National Center at locations around the nation. Despite the substantial
size of the grants, however, many grantees appear to be making only minimal ef-
forts to implement Parents as Teachers programs, as indicated by participation in
that training.

I am disappointed in this outcome, and it is particularly surprising in light of the
President’s new emphasis on birth to three and the PAT program. What steps will
the Department take with new grantees being awarded this spring to assure that
Parents as Teachers programs are more faithfully implemented?

FLEXIBILITY IN PARENTING PROGRAM IMPLEMENTATION

Answer. In implementing education legislation passed by the 103rd Congress, the
Department was guided by a policy of ensuring that grant recipients have greater
flexibility than they have had in the past to design and implement programs suited
to their particular needs. Consequently, we did not issue regulations for many of
these programs, including the Parental Assistance Program authorized under Title
IV of Goals 2000. Applicants for grants under the program must comply with statu-
tory requirements, but are permitted to conduct a variety of activities to meet the
needs of preschool and school-aged children throughout the State or a large region
of the State. To meet these needs, Parent Centers generally allocate resources for
awareness and information dissemination activities as well as parent training.

The statute does not specify the amount or percentage of grant funds to be spent
on the Parents as Teachers or Home Instruction for Preschool Youngsters programs,
and the Department has not gone beyond the statute to impose such a requirement.
The amount of funds budgeted for PAT or HIPPY varies widely among the Parent
Centers and, in fact, Centers in some States (for example, Iowa, New Jersey, and
Oklahoma) have increased or are planning to increase the amount of funds initially
budgeted for these activities.

We continue to advise grantees that the PAT and HIPPY programs must be an
integral part of a Center’s overall activities, and we will review this aspect of project
performance in the annual reports that the grantees will submit this summer. Also,
as we review the applications currently under consideration for funding, we will en-
sure there is a clear plan to fund and implement these elements as substantial pro-
gram components.

QUESTIONS SUBMITTED BY SENATOR LARRY E. CRAIG
IMPACT AID BUDGET REQUEST

Question. Since 1950, the Federal Government has recognized its commitment to
local school districts whose tax base is heavily impacted by a Federal presence. Yet,
the Administration’s proposal slashes over $31 million from last year’s total and pro-
vides no funding for “b students.” What is the Administration’s explanation for turn-
ing its back on these students?

Answer. We are requesting payments only for those children for whom the Fed-
eral Government has a primary responsibility: children of military families who live
on Federal property and children living on Indian lands. Most of the “b” children
live on private property, the taxes from which support their local schools. Because
local property taxes are the principal source of local funds for schools, we believe
that communities are adequately compensated and do not require additional Federal
assistance.

IMPACT OF PRIVATIZATION OF MILITARY HOUSING ON IMPACT AID REQUEST

Question. What impact does the Administration anticipate the privatization of
military housing to have on its impact aid request?

Answer. Section 8003 of the Impact Aid statute authorizes payments to school dis-
tricts to compensate partially for the costs of educating federally connected children.
The principal justification for these payments is that the Federal Government has
removed local property from the community’s tax rolls, thus reducing the local prop-
erty tax base available to support education. In general, the current Impact Aid for-
mula provides larger payments on behalf of children who live on Federal property
and whose parents work on Federal property or are in the uniformed services.
Smaller payments are provided for federally connected children, including military
dependents, who live on privately owned property in the local community.

In recent years, the Department of Defense has pursued a variety of arrange-
ments to provide housing for military families. Some of these arrangements have
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characteristics of “on-base” housing but are not actually located on tax-exempt Fed-
eral property. For example, Section 801 of the Military Construction Authorization
Act of 1984 authorized an arrangement under which a branch of the military could
contract with a private developer to build family housing. The military branch then
agreed to lease the housing for a number of years. When housing was built under
this authority, the developer sometimes leased base property on which to construct
the housing and continued to own the housing but not the underlying land. In such
a case, the housing is eligible Federal property for Impact Aid purposes because the
underlying land is tax-exempt due to its Federal ownership. In other cases, however,
developers built section 801 housing off-base on privately owned or other non-feder-
ally owned land. In those instances, the housing does not qualify as Federal prop-
erty for Impact Aid purposes because the land on which the housing is located gen-
erates, or could generate, local property taxes. The Departments of Education and
Defense agree that housing facilities that generate taxes or revenue are not placing
a burden on these school districts that would warrant higher Impact Aid payments.

Question. If students living in privatized military housing were reclassified as “b
students,” how would the Administration’s request be changed?

Answer. If military families live in houses located on tax-exempt Federal property,
their dependents are eligible to be counted as “a” students for Impact Aid purposes.
If their housing is off-base on privately owned land that could generate local prop-
erty taxes, their children would be classified as “b” students. The possible changing
?tatus of any of these children should not necessitate an amended budget request
or 1998.

STAR SCHOOLS FUNDING

Question. The administration’s proposal suggests that cuts in Star School funding
might be made up by other technology-based programs. What specific programs did
the administration have in mind and is there any guarantee that current Star
Schools would receive funds through these other programs?

Answer. The reference in the budget request was primarily to the Technology In-
novation Challenge Grants program, for which the Administration requested $75
million, an increase of $18 over the fiscal year 1997 level. This program supports
the development of innovative educational technologies and their integration into
the classroom. In light of recent developments in network and satellite technologies,
the Department is carefully examining how the Challenge Grants, Star Schools, and
other technology programs can work together for the greatest impact. However, no
current Star Schools projects will be discontinued because of the decreased funding
request. The funds requested for fiscal year 1998 will be used to continue the school
completion grants awarded in 1996, as well as funding dissemination and leadership
activities and a large-scale evaluation. The request will also fund the second year
of the grants to be awarded this summer. The decrease simply reflects the Depart-
ment’s decision not to make any new awards, because the grants awarded in 1997
will be in the first year of five-year awards.

TECHNOLOGY TRAINING FOR TEACHERS

Question. The University of Idaho is part of a consortium, which has submitted
a proposal through the Fund for Improvement of Post Secondary Education (FIPSE)
program to examine means of integrating the use of technology into teacher edu-
cation programs. It is very important that our teachers, both those currently teach-
ing and those studying to become teachers, learn how to use the new technologies.
What is the administration doing to ensure that this training is available?

Answer. Training teachers in the effective integration of technology in the class-
room is one of the Department’s four main technology goals. In the area of
preservice training, the Department is currently working on proposals for the reau-
thorization of Title V of the Higher Education Act that focus on the recruitment,
initial preparation, licensure, and induction of K-12 educators. Although the details
have not yet been determined, technology training may be part of this proposal. In
addition, FIPSE will continue to solicit applications that improve education through
the use of technology.

FEDERAL PROGRAMS PROVIDING TECHNOLOGY TRAININGFOR TEACHERS

The Department is supporting technology training, primarily for existing teachers,

through the following programs:

—Technology Innovation Challenge Grants: These grants support partnerships of
business, industry, and local schools in the development of innovative ap-
proaches to improving student achievement with technology, in part through
new and more effective professional development.
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—Technology Literacy Challenge Fund: The Fund provides state formula grants
in order to help build the infrastructure necessary for integrating technology
into the classroom. States must submit comprehensive proposals which include
teacher training in order to receive funding.

—Regional Technology in Education Consortia (RTEC): These consortia provide
professional development, develop training resources, and work with institu-
tions of higher education to establish preservice programs in the use of edu-
cational technology.

—Star Schools: These grants support partnerships which use distance learning to
provide training for teachers in both core subject areas and the effective use of
technology in the classroom.

—Telecommunications Demonstration in Mathematics: Funds support PBS
Mathline, a program that provides professional development through high-qual-
ity video, online teacher networks, and other online interactions.

—Eisenhower Regional Mathematics and Science Consortia and Eisenhower Na-
tional Clearinghouse (ENC): The consortia and ENC have created a national
network to support mathematics and science reform. As a part of their work,
they help educators use technology to access information on science and mathe-
nrllatics and, to a lesser extent, provide assistance in using technology in the
classroom.

QUESTIONS SUBMITTED BY SENATOR HERB KOHL
AFTER-SCHOOL LEARNING CENTERS

Question. I am interested in the 21st Century Community Learning Centers pro-
gram. Your budget proposes $50 million for that program to provide comprehensive
after-school programming. Given the new welfare law work requirements and the
limits of child care availability to children under six, kids over six could basically
be left home alone or on the streets. Structured after-school care is critically needed
and this program could help. In many areas comprehensive community based after-
school programs have been working to involve the schools and secure needed re-
sources. Would you agree that in some cases it might make more sense to encourage
collaboration with quality programs off school grounds, rather than starting up to-
tally new programs?

Answer. The After-School Learning Centers program would encourage collabora-
tion between schools, existing centers, and other community-based organizations.
However, there are several reasons why schools are the designated location for the
centers. First, schools are convenient and accessible to students and parents. Sec-
ond, schools have much of the resources needed for such a program, resources which
are often underutilized during non-school hours. Third, school-based centers result
in increased community and parent involvement in the school. Finally, locating cen-
ters within schools will help ensure that the centers maintain a strong academic
focus. The after-school centers are intended to provide academic assistance in core
subjects and enrichment activities, in areas such as art, music, and technology.

Question. Will this initiative seek or require collaboration where community cen-
ters already exist?

Answer. The program strongly encourages collaboration between various commu-
nity entities, regardless of whether community centers already exist. If community
centers exist within schools, they may apply for funding to expand their current pro-
grams. The law requires schools to describe their collaborative efforts in their appli-
cations.

Question. Will funding be available through this initiative for community-based
after-school programs off school grounds?

Answer. No. The authorizing legislation defines learning centers as existing with-
in a public elementary or secondary school building.

INTERAGENCY COLLABORATION ON SCHOOL-AGE DAY CARE PROGRAMS

Question. Are you collaborating with the Department of Health and Human Serv-
ices (HHS) on this and other opportunities to expand availability of school-age care?

Answer. The Department has worked extensively with HHS to coordinate cur-
rently existing programs and to avoid duplicative efforts. In support of this program,
HHS has advised on the program priorities and will assist the Department in re-
viewing applications and planning a technical assistance network that can help
grant recipients share effective strategies. The Department is communicating with
other agencies as well.
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TITLE V, HEA—PROGRAMS FOR TEACHER TRAINING

Question. Title V of the Higher Education Act has received scant attention and
minimal funding. Programs within Title V have the potential to enhance the train-
ing of teachers and encourage talented individuals to pursue a career in teaching.
Does the Department of Education support reauthorization of Title V, and will you
push for funding to enhance teacher training?

Answer. The Department is preparing a reauthorization proposal for Title V, and
we do plan to seek funding for it in fiscal year 1999. Because the professional devel-
opment needs of the existing teaching force are addressed by the Eisenhower Profes-
sional Development program, we are planning to focus our Title V proposal on the
“front end” of the process; that is, on recruitment, preservice education, licensure,
and induction. While the existing array of (largely unfunded) Title V programs are
not well targeted on needs in this area, we believe that well-conceived Federal pro-
grams can help strengthen teacher education and attract more talented students
into teaching. We are also looking for vehicles through which to attract more minor-
ity candidates to the teaching profession, improve the training of school principals
and other administrators, enable teacher aides and other paraprofessionals to
achieve full certification, and help more teacher training institutions adopt the prac-
tices and programs of the best institutions.

TEACHER TRAINING NECESSARY AT ALL LEVELS OF EDUCATION

Question. Do you believe that teacher training programs should have an emphasis
on early childhood education?

Answer. We believe that the preparation of preschool teachers can be one focus
of the new Title V, particularly because of the new research on the importance of
learning in the earliest years of life and the well-documented problems that pre-
school programs encounter in finding qualified staff. But early childhood education
should not be the only focus. Recent reports on teaching, such as the report of the
National Commission on Teaching and America’s Future, have found problems with
the recruitment, preparation, licensure, and induction of teachers at all levels, not
just early childhood. In addition, public schools will need to hire some two million
new elementary and secondary teachers in the next decade, and there has been no
national response to this problem. Because of these concerns, we have elected to
look at issues pertaining to the preparation of the entire continuum of preschool,
elementary, secondary teachers.

FEDERAL STUDENT LOAN FORGIVENESS PROGRAMS

Question. One of the main problems affecting the quality of early childhood edu-
cation is the lack of access to training for educators and the lack of rewards when
training is completed. As a result, the field of early 